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INDEPENDENT AUDITORS’ REPORT

To the Board of Education of
School District of the City of Highland Park

We have audited the accompanying financial statements of the governmental activities,
major funds, and the aggregate remaining fund information of the School District of the
-City of Highland Park as of and for the year ended June 30, 2007, which collectively
comprise the School District’s basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the Scheol District of the City of
Highland Park’s management. Our responsibility is to express opinions on these financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to the financial audits contained in
Govemment Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinions.

In our cpinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, major funds, and
the aggregate remaining fund information of the School District of the City of Highland
Park as of June 30, 2007 and the respective changes in financial position for the year
then ended, in conformity with accounting principles generally accepted in the United
States of America.

The management’s discussion and analysis and budgetary comparison information
(identified in the table of contents) are not a required part of the basic financial statements
but are supplemental information required by the Governmental Accounting Standards
Board. We have applied certain limited procedures, which consisted principally of
inquiries of management, regarding the methods of measurement and presentation of the
required supplemental information. However, we did not audit the information and
express no opinion on it.



Independent Auditors’ Report
(Continued)

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Schooi District of the City of Highland Park’s basic financial
statements. The combining nonmajor fund financial statements and schedule of bonded
indebtedness, as identified in the table of contents, are not a required part of the basic
financial statements, and are presented for purposes of additional analysis. The other
supplemental information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and, in our opinion, are fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

In accordance with Govermment Auditing Standards, we have also issued a report under
separate cover dated November 15, 2007 on our consideration of School District of the
City of Highland Park’s internal control over financial reporting and our tests of
compliance with certain provisions of laws, regulations, contracts, and grant agreements
and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and compliance and the results of that testing and
to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with Government
Auditing Standards and should be read in conjunction with this report in considering the
results of our audit.

An { %«ﬁw

November 15, 2007



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007

This section of the Schoot District of the City of Highland Park’s annual financial report
presents our discussion and analysis of the School District's financial performance
during the year ended June 30, 2007. Please read it conjunction with the School
District's financial statements, which immediately follow this section.

Using this Annual Report

This annual report consists of a series of financial statements and notes to those
statements. These statements are organized so the reader can understand the School
District of the City of Highland Park financially as a whole. The district-wide financial
statements provide information about the activities of the whole School District, presenting
both an aggregate view of the School District’s finances and a longer-term view of those
finances. The fund financial statements provide the next level of detail. For governmental
activities, these statements tell how services were financed in the short term as well as what
remains for future spending. The fund financial statements look at the School District's
operations in more detail than the district-wide financial statements by providing information
about the School District's most significant fund — the General Fund, with all other funds
presented in one column as non-major fund. The remaining statement, the statement of
fiduciary assets and liabilities, presents financial information about activities for which the
School District acts solely as an agent for the benefit of students and parents. The annual
report includes the following components:

Management’s Discussion and Analysis (MD&A)
(Required Supplemental Information)

Basic Financial Statements

District-wide Financial Statements Fund Financial Statements
Notes to the Basic Financial Statements

(Required Supplemental information)
Budgetary Information for Major Ftinds

Other Supplemental Information
Reporting the School District as a Whole — Government-wide Financial Statements

One of the most important questions asked about the School District is, "As a whole, what is
the School District's financial condition as a result of the year’s activities?' The statement of
net assets and the statement of activities, which appear first in the School District’s financial
statements, report information on the School District as a whole and its activities in a way
that helps you answer this question. We prepare these statements to include all assets and
liabilities, using the accrual basis of accounting, which is similar to the accounting used by
most private-sector companies. All of the current year's revenues and expenses are taken
into account regardless of when cash is received or paid.



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007
(Continued)

Reporting the School District as a Whole — District-wide Financial Statements —
(Continued)

These two statements report the School District's net asset — the difference between
assets and liabilities, as reported in the statement of net assets — as one way to
measure the School District's financial health or financial position. Over time, increases
or decreases in the School District's net assets — as reported in the statement of
activities — are indicators of whether its financial health is improving or deteriorating.
The relationship between revenues and expenses is the School District's operating
results. However, the School District's goal is to provide services to our students, not to
generate profits as commercial entities do. One must consider many other nonfinancial
factors, such as the quality of the education provided and the safety of the schools, to
assess the overall health of the School District.

The statement of net assets and the statement of activities report the governmental
activities for the School District, which encompass all of the Schoo! District's services,
including instruction, support services, community services, athletics, recreation, and
food services. Property taxes, unrestricted State Aid (foundation allowance revenue),
and State and Federal grants finance most of these activities.

Reporting the School District's Most Significant Funds — Fund Financial
Statements

The School District’s fund financial statements provide detailed information about the
most significant funds — not the School District as a whole. Some funds are required to
be established by State law and by bond covenants. However, the School District
establishes many other funds to help it control and manage money for particular
purposes (the Food Services and Athletics Funds are examples) or to show that it is
meeting legal responsibilities for using certain taxes, grants, and other money (such as
bond- funded construction funds used for voter-approved capital projects). The
governmental funds of the School District use the following accounting approach:

Governmental funds — All of the School District’s services are reported in
governmental funds. Governmental fund reporting focuses on showing how
money flows into and out of funds and the balances left at year end that are
available for spending. They are reported using an accounting method called
modified accrual accounting, which measures cash and ali other financial assets
that can readily be converted to cash. The governmental fund statements
provide a detailed short term view of the operations of the School District and the
services it provides. Governmental fund information helps you determine
whether there are more or fewer financial resources that can be spent in the
near future to finance the School District's programs. We describe the
relationship (or differences) between governmental activities (reported in the
statement of net assets and the statement of activities) and governmental funds
in reconciliations included in the report.



SCHOOL. DISTRICT OF THE CITY OF HIGHLAND PARK
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007
(Continued)

The School District as Trustees — Reporting the School District’'s Fiduciary
Responsibilities

The School District is the trustee, or fiduciary, for its student activity funds. All of the
School District's fiduciary activities are reported in a separate statement of fiduciary
assets and liabilites. We exclude these activities from the School District's other
financial statements because the School District cannot use these assets to finance its
operations. The School District is responsible for ensuring that the assets reported in
these funds are used for their intended purposes.

The School District as a Whole

Recall that the statement of net assets provides the perspective of the School District as
a whole. Table 1 provides a summary of the School District's net assets as of June 30,
2007 and June 30, 2006.

TABLE 1
June 30, 2007 June 30, 2006
(in millions)
Assets
Current and Other Assets $13.80 $12.90
Capital Assets 9.20 8.90
Total Assets 23.00 21.80
Liabilties
Current Liabilities 10.05 9.30
Long Term Liabilities 7.05 7.30
Total Liabilities 17.10 16.60
Net Assets
Invested in Property and eguipments
Net of Related Debt 7.20 7.10
Restricted 0.50 (0.10)
Unrestricted (1.80) {1.80)
Total Net Assets $5.90 $5.20




SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007
(Continued}

The School District as a Whole — (Continued)

The above analysis focuses on the net assets (See Table 1). The change in net assets
(See Table 2) of the School District's governmental activities is discussed below. The
School District's net assets were $5.9 million at June 30, 2007. Capital assets, net of
related debt totaling $7.2 miliion, compares the original cost, less depreciation of the
School District’s capital assets, to long-term debt used to finance the acquisition of
those assets. Most of the debt will be repaid from voter-approved property separately to
show legal constraints from debt covenants and enabling legislation that limit the School

District’s ability to use those net assets for day-to-day operations. Unrestricted fund

deficit was $1.8 million at June 30, 2007.

The operating results of the General Fund will have a significant impact on the change

in unrestricted net assets from year to year.

The results of this year's operations for the School District as a whole are reported in

statement of activities (See Table 2), which shows the changes i

year 2007 and 2006.

n net assets for fiscal

TABLE 2
June 30, 2007 June 30, 2006
(in millions)
Revenue
Program Revenue:
Charges for Service $0.50 $1.00
Operating Grants 7.90 8.00
General Revenue: -
Property Taxes 2.60 2.90
State Foundation Allowance 21.60 20.50
Other 1.50 0.30
Total Revenue 34.10 32.70
Functions/Program Expenses
Instruction $16.00 $15.50
Support Services 16.10 16.30
Community Services and Other 1.40 1.30
Food Service 0.40 0.50
Athletics 0.20 0.20
Interest on Long Term Debt and Other 0.20 0.50
Depreciation (Unallocated) 0.30 0.30
Total Functions/Program Expenses 34.80 34.60
Increase/{Decrease) in Net Assets ($0.50) ($1.90)




SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007
(Continued}

The School District as a Whole — (Continued)

As reported in the statement of activities, the cost of all our governmental activities this year
was $34.6 million. Certain activities were partially funded from those who benefited from
the programs (approximately $.5 million) or by other governments and organizations that
subsidized certain programs with grants and contributions of (approximately $8.0 million).
We paid for the remaining “public benefit” portion of our governmental activities with $2.6
million in taxes, $21.6 million in State foundation allowance, and with approximately $1.5
million of our other revenues, i.e., interest and general entitlements.

The School District experienced a decrease in net assets of $.5 million. A key reason for
the change in net assets was due to a decrease in foundation allowance and federal
revenue and an overall increase in salary, retirement, and health insurance costs.

As discussed above, the net cost shows the financial burden that was placed on the State
and the School District's taxpayers by each of these functions. Since property taxes for
operations and unrestricted State aid constitute the vast majority of district operating
revenue sources, the Board of Education and administration must annually evaluate the
needs of the School District and balance those needs with State-prescribed available
unrestricted resources.

The School District’s Funds

As we noted earlier, the School District uses funds to help it control and manage money for
particular purposes. Looking at funds helps the reader consider whether the School District
is being accountable for the resources taxpayers and other provide to it and may provide
more insight into the School District's overall financial health,

As the School District completed this year, the governmental funds reported a combined
fund balance of $3.6 million, which is a decrease of $2.0 million from last year. The primary
reasons for the decrease are as follows:

e The School District's 2005 School Building & Site Bonds' fund spent approximately
$480,000 in construction manager fees and architect fees preparing for the construction
work which took place over the summer.

o Instructional Services increased due to over staffing at beginning of fiscal year before it
became known that enroliment would not meet expectations.

e Continued increase in employee health and retirement cost.

General Fund fund balance is available to fund costs related to allowable school operating
purposes.



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007
(Continued)

The School District’s Funds — (Continued)

Our Special Revenue Funds' fund balances remained approximately the same as in the
prior year.

Combined, the Debt Service Funds showed a fund balance increase of approximately $0.05
million. Millage rates are determined annually to ensure that the School District
accumulates sufficient resources to pay annual bond issue-related debt service. Durant
debt obligations are funded by annual State appropriation, and no fund balance exists at
year end. Debt Service Funds fund balances are reserved since they can only be used to
pay debt service obligations.

The Capital Project Fund's fund decreased by approximately $0.1 million as a result of
covering capital improvement cost related to prior year general fund expenditures.

General Fund Budgetary Highlights

Over the course of the year, the School District revises its budget as it attempts to deal with
unexpected changes in revenues and expenditures. State law requires that the budget be
amended to ensure that expenditures do not exceed appropriations. The final amendment
to the budget was actually adopted just before year end. A schedule showing the School
District's original and final budget amounts compared with amounts actually paid and
received is provided in the required supplemental information of these financial statements.

The original budget was amended increasing total revenue by approximately $1.7 million.
This increase was based on an increase in the number of students and an expected
increase in federal revenue. The original budget was amended increasing total

expenditures by approximately $3.3 million to reflect higher staffing levels and increasing
retirement and healthcare costs. :



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007
(Continued)

Capital Assets and Debt Administration

Capital Assets

As of June 30, 2007, the School District had approximately $19.0 million invested in a broad
range of capital assets, including land improvements, buildings, vehicles, furniture, and
equipment.

June 30, 2007 June 30, 2006

Land $12 $12
Construction in Progress 479,691 0
Building and Building Improvements 8,354,068 8,602,437
Buses and Other Vehicles 185,352 6,222
Furniture and Equipment 196,498 249 451

Total Governmental Capital Assets
(Net of Depreciation) $9,215,621 $8,868,122

This year's additions of approximately $0.7 million included building improvements and bus
purchases. The School District began spending its 2005 Schoo! Building & Site Bond
money during this fiscal year.

A Major capital improvement project to spend the remainder of the 2005 School Building &
Site Bond money is planned for the year 2007-08. The estimated cost of the expenditure is
approximately $3.0 million. We present more detailed information about our capital assets
in the notes to the financial statements.

Debt

At the end of this year, the School District had approximately $5.4 million in bonds
outstanding versus approximately $6.0 million in the previous year — a change of 10
percent. Those bonds consisted of the following:

June 30, 2007 June 30, 2006

General Obligation Bonds $4,835,000 $5,5615,000
Durant Non Plaintiff Bonds 553,726 553,725
$5,388,725 $6,068,725

The State limits the amount of general obligation debt that schools can issue to 15 percent
of the assessed value of all taxable property within the School District’s boundaries. |f the
School District issues “qualified debt,” i.e., debt backed by the State of Michigan, such
obligations are not subject to this debt limit. The School District has no outstanding
ungualified general obligation debt.



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
YEAR ENDED JUNE 30, 2007
(Continued)

Debt — (Continued)

Other obligations include accrued vacation pay, sick leave, severance pay, notes, and other
claims. We present more detailed information about our long-term liabilities in the notes to
the financial statements.

Economic Factors and Next Year's Budgets and Rates

Our elected officials and administration consider many factors when setting the School District’s
2007-2008 fiscal year operating budget. One of the most important factors affecting the budget
is our student enroliment count. The District'’s State foundation revenue is determined by
multiplying the blended student count by the District's allocated foundation allowance per pupil.
The blended count for the 2007 fiscal year is 25 percent and 75 percent of the February 2007
and September 2007 student counts, respectively. Approximately 68 percent of total General
Fund revenues are from the foundation allowance. Under State law, the School District cannot
assess additional property tax revenue for general operations. Therefore, district funding is
heavily dependent on the State's ability to fund local school operations.

Based on early enrollment data at the start of the 2007-2008 school year, we anticipate that the
blended student count may exceed the estimate used in creating the 2007-2008 original budget
by approximately 470 students. Once the final student count is validated, State law requires the
School District to amend the budget if actual School District resources are not sufficient to fund
original appropriations.

CONTRACTING THE DISTRICT'S FINANCIAL MANAGEMENT

Questions regarding this report should be directed to the Assistant Superintendent of Fiscal
Integrity at (313) 957-3000, or by mail at 20 Bartlett Ave, Highland Park, MI 48203.

10



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
STATEMENT OF NET ASSETS

JUNE 30, 2007

Assets
Cash & Investments (Note 3)
Receivables (Note 4)
Inventories
Prepaid Costs
Due from Private Purpose Trusts
Restricted Assets (Note 3 and Note 8)
Capital Assets - Net (Note 5)
Total Assets

Liabilities
Accounts Payable
Accrued Payroll and Other Liabilities
Deferred Revenue (Note 4) '
Note Payable (Note 13)
Long Term Liabilities {(Note 7):
Due Within One Year
Due in More than One Year
Total Liabilities

Net Assets
investments in Capital Assets - Net of Related Debt
Restricted :
Debt Service
Capital Project
Unrestricted Deficit

Total Net Assets

Governmental
Activities

$2,014,626
7,622,027
19,598
697,096
40,842
3,405,756
9,215,621

23,015,566

2,744,881
2,484,357

570,320
4,291,658

730,000
6,321,854

17,143,070

7,213,496

124,803
382,469
(1,848,272)

$5,872,496

The accompanying notes are an integral part of these financial statements.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK

Functions /Programs

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2007

Program Revenue

Governmental
Activities

Operating

Charges for Grants/

Net ( Expense)
Revenue and
Changes in Net

Primary Government - Governmental Activities

Instruction

Support Services

Food Services

Athletics

Community Services
Interest and Cther Expenses
Depreciation { Unallocated)

Total Primary Governmental
Activities

The accompanying notes are an integral part of these financial statements.

Expenses Services Contributions Assets
$15,097,864 $0 $3,5681,708 ($12,416,156)
16,084,666 0 3,601,127 (12,483,539)
1,413,430 279,570 696,172 (437,688)
419,362 4,025 0 (415,337)
161,496 241,638 36,167 116,310
184,672 0 0 (184,572)
327,117 0 0 (327,117)
34,588,506 525,233 7,915,174 {26,148,099)

General Revenues:
Taxes:
Property Taxes, Levied for General Purposes
Property Taxes, Levied for Debt Purposes
Property Taxes, Levied for Capital Projects
Other Revenue
State Aid not Restricted to Specific Purposes
Interest and Investment Earnings

Total General Revenues
Change in Net Assets
Net Assets - Beginning of the Year, as Restated

Net Assets - End of the Year

12

1,784,529
200,591
654,502

1,076,672

21,623,588
317,879

25,657,761

(490,338)

6,362,834

$5,872,496




SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK

GOVERNMENTAL FUNDS
BALANCE SHEET
JUNE 30, 2007

Capital Projects

Funds -
2005 School Other Nonmajor Total
Building & Site Governmental Governmental
Generai Fund Project Funds Funds
Assets
Cash & Investments (Note 3) $1,319,089 $0 $695,537 $2,014,626
Restricted Assets (Note 8) 0 3,324,089 81,667 3,405,766
Receivables (Note 4} 7,056,599 13,369 552,059 7,622,027
Due from Other Funds (Note 6} 1,033,259 0 563,147 1,596,406
Inventories 18,598 0 0 19,598
Prepaid Costs 697,096 0 0 697,096
Total Assets $10,125,641 $3,337,458 $1,892,410 $15,365,509
Liabilities and Fund Balances
Liabilities
Accounts Payable $2,647,495 $0 $97,386 $2,744,881
Accrued Payroll and Other Liabilities 2,432,300 0 0 2,432,300
Notes Payable (Note 13) 4,291,658 0 0 4,291,658
Due to Other Funds (Note 6) 563,147 308,606 683,811 1,555,564
Deferred Revenue (Note 4) 751,833 0 0 751,833
Total Liabilities 10,686,433 308,608 781,197 11,776,236
Fund Balances
Reserved for:
Debt Service Fund 0 0 124,803 124,803
Inventories 19,598 0 0 19,598
Prepaid Costs 697,096 0 0 697,096
Designated:
Contingency 0 0 0 0
Technology Equipment Projects 0 0 (285,291) (285,291)
Energy Bond Project 0 0 11,263 11,263
Sinking Fund Project - 0 0 766,853 766,853
Durant Projects o 0 188,456 188,456
2005 School & Building Project 0] 3,028,852 0 3,028,852
2005 School & Building Bond 0 0] 176,672 176,572
Other Capital Projects 0 0 110,993 110,993
Unreserved - Undesignated - Reported in:
General Fund (1,277,486) 0 0] (1,277,486)
Special Revenue Funds 0 0 17,564 17,664
Total Fund Balances {560,792) 3,028,852 1,111,213 3,679,273
Total Liabilities and Fund Balances $10,125,641 $3,337,458 $1,892,410 $15,355,509

The accompanying notes are an integral part of these financial staternent.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
. GOVERNMENTAL FUNDS
RECONCILIATION OF BALANCE SHEET OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSETS
YEAR ENDED JUNE 30, 2007

Fund Balances - Total Governmental Funds $3,579,273

Amount Reported for Governmental Activities in the Statement of Net
Agsets are different because:

Capital Assets used in Governmental Activities are not Financial Resources
and are not Reported in the Governmental Funds:

The Cost of Capital Assels $19,050,331
Accumulated Depreciation (9,834,710) 9,215,621

Accrued Interest Payable is not included as a Liability in
Governmental Funds (52,057)

Other Long Term Assets not available to pay current
period Expenditures therefore Deferred in the Governmental Funds 181,613

Long - Term Liabilities are not due and payable in the current period
and are reported in the Governmental Funds:

Bond Payable (5,388,725)

Compensated Absences and Severance Pay (1,138,969)

Unemployment Payable {42,303)

Liability for Self-Insurance Claim (481,857)  (7,051,854)
Net Assets - Governmental Activities $5,872,496

The accompanying notes are an integral part of these financial statements.
14



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK

GOVERNMENTAL FUNDS

STATEMENTS OF REVENUE, EXPENDITURES, AND CHANGES IN FUND BALANCES -

Revenue
Local Sources
State Sources
Federal Sources
Total Revenue

Expenditures
Current:
Instruction
Support Services
Community Services
Food Service
Athletics
Debt Service:
Principal
Interest
Other
Capital Outlay
Total Expenditures

Excess (Deficiency) of Revenue Over
Expenditures

Qther Financing Sources (Uses)
Transfer In
Transfer Out
Total Other Financing Sources {Uses)
Net Changes in Fund Balances
Prior Period Adjustment

Fund Balances - Beginning of the Year

Fund Balances - End of the Year

JUNE 30, 2007

Capital
Projects Fund- Other
2005 School Nonmajor Total
General Building & Governmental Governmental
Fund Site Bonds Funds Funds

$2,590,804 $171,208 $1,219,342 $3,981,454
24,347,337 0 58,962 24,406,299
4,708,051 0 637,209 5,345,260
31,646,292 171,208 1,915,513 33,733,013
15,997,864 0 0 15,997,864
16,084,666 0 0 16,084,666
161,495 0 0 161,495

0 0] 1,413,430 1,413,430

0 0 419,362 419,362

0 0 680,000 680,000

0 0 254,049 254,049

0 0 625 625

0 672,818 62,076 734,892
32,244,025 672,816 2,829,542 35,746,383
{597,733) (501,808} (914,029) (2,013,370)

0 0 1,628,625 1,628,625
(852,625} 0 (776,000} (1,628,625)
(852,625} 0 852,625 0

{1 ;450,358) {501,608} (61,404} (2,013,370}
804,261 0 379,596 1,183,857
85,305 3,530,460 793,021 4,408,786
($560,792) $3,028,852 $1,111,213 $3,579,273

The accompanying notes are an integral part of these financial statements.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
GOVERNMENTAL FUNDS
RECONCILIATION OF STATEMENT OF REVENUE, EXPENDITURES, AND CHANGES
IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2007

Net changes in Fund Balances - Total Governmental Funds ($2,013,370)

Amount Reported for Governmental Activities in the Statement of
Activities are different because:

Governmental Funds report Capital Outlay as Expenditures; in the
Statement of Activities, these costs are allocated over their estimated
useful lives as Depreciation;
Depreciation Expense (327.117)
Capitalized Capital Outlay 689,826 362,709

Revenue is Reported in the Statement of Activities at the time itis
earned, without regard to timeliness of collection 111,887

Expenses are recorded in the Statement of Activities at the time itis
incurred, without regard to timeliness of payment 115,168

Repayment of Bond Principal is an Expenditures in the
Governmental Funds, but not in the Statement of Activities 680,000
(Where it reduces Long - Term Debt)

Compensated Absences, Long-Term Accrued Interest, and
estimated Self insured Claims are recorded when earned
in the Statement of Activities. In the current year, more was
earned when was paid out 253,268

Change in Net Assets - Governmental Activities {$490,338)

The accompanying notes are an integraf part of these financiaf statements.
16



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
FIDUCIARY FUND
STATEMENT OF FIDUCIARY NET ASSETS
JUNE 30, 2007

_ Student
Private Purpose Activities
Trust Agency Fund
Assets
Cash and Investments ( Note 3) $268,441 $100,396
Receivables - Net 775 615
Totat Assets $269,216 $101,011
Liabilities )
Due to General Fund {(Note 6} $19,879 $20,963
Due to Students Groups 0 80,048
Total Liabilities $19,879 $101,011
Net Assets-Designated for Scholarships $249,337

The accompanying notes are an infegral part of these financial statements.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
FIDUCIARY FUND
STATEMENT OF CHANGES IN FIDUCIARY NET ASSETS
YEAR ENDED JUNE 30, 2007

Additions
Donations
Interest
Total Additions
Deductions - Scholarships Awarded
Change in Net Assets

Net Assets - Beginning of the Year

Net Assets -End of the Year

Private
Purpose Trust

$23,581
11,817

35,498

4,678

30,820

218,517

$249,337

The accompanying notes are an integral part of these financial staterments.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting policies of the School District of the City of Highland Park (the “School
District”) conform to accounting principles generally accepted in the United States of
America (GAAP) as applicable to governmental units. The following is a summary of the
significant accounting policies used by the School District:

Reporting Entity

The School District is governed by an elected seven-member Board of Education. The
accompanying financial statements have been prepared in accordance with criteria
established by the Governmental Accounting Standards Board for determining the
various governmental organizations to be included in the reporting entity. These criteria
include significant operational or financial relationships that determine which of the
governmental organizations are a part of the School District's reporting entity, and which
organizations are legally separate, component units of the School District. Based on the
application of the criteria, the School District does not contain any component units.

District-wide and Fund Financial Statements

The district-wide financial statements (i.e., the statement of net assets and the
statement of activities) report information on all of the nonfiduciary activities of the
primary government. For the most part, the effect of interfund activity has been
removed from these statements.- Governmental activities, which normally are supported
by taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for support. All of the
School District's district-wide activities are considered governmental activities.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment is offset by program revenues. Direct expenses are those
that are clearly identifiable with a specific function. Program revenue includes (1)
charges to customers or applicants who purchase, use, or directly benefit from goods,
services or privileges provided by a given function and (2) grants and contributions that
are restricted to meeting the operational or capital requirements of a particular function.
Taxes, intergovernmental payments, and other items not properly included among
program revenues are reported instead as general revenue.

Separate financial statements are provided for governmental funds and fiduciary funds,
even though the latter are excluded from the district-wide financial statements. Major
individual governmental funds are reported as separate columns in the fund financial
statements.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES —(Continued)

Measurement Focus, Basis of Accounting, and Financial Statement Presentation

District-wide Financial Statements — The district-wide financial statements are
reported using the economic resources measurement focus and the accrual basis of
accounting. Revenue is recorded when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. Property taxes are
recognized as revenue in the year for which they are levied. Grants, categorical aid,
and similar items are recognized as revenue as soon as all eligibility requirements
imposed by the provider have been met.

As a general rule, the effect of interfund activity has been eliminated from the district-
wide financial statements.

Amounts reported as program revenue include (1) charges to customers or applicants
for goods, services, or priviteges provided, (2) operating grants and contributions, and
(3) capital grants and contributions. Internally dedicated resources are reported as
general revenue rather than as program revenue. Likewise, general revenue includes
all taxes and unrestricted State aid.

Fund Financial Statements — Governmental fund financial statements are reported
using the current financial resources measurement focus and the modified accrual
basis of accounting. Revenue is recognized as soon as it is both measurable and
available. Revenue is considered to be available if it is collected within the current
period or soon enough thereafter to pay liabilities of the current period. For this
purpose, the School District considers revenues to be available if they are collected
within 60 days of the end of the current fiscal period. Expenditures generally are
recorded when a liability is incurred, as under accrual accounting. However, debt
service expenditures, as well as expenditures related to compensated absences and
claims and judgments, are recorded only when payment is due.

Property taxes, unrestricted State aid, intergovernmental grants, and interest associated
with the current fiscal period are ali considered to be susceptible to accrual and so have
been recognized as revenue of the current fiscal period. All other revenue items are
considered to be available only when cash is received by the School District.

Fiduciary fund statements are also reported using the economic resources
measurement focus and accrual basis of accounting.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES —(Continued)

Measurement Focus, Basis of Accounting, and Financial Statement Presentation
{Continued)

The School District reports the following major governmental funds:

General Fund — The General Fund is the Schoo! District’s primary operating fund. It
accounts for all financial resources of the School District, except those required to be
accounted for in another fund.

Capital Project Funds — 2005 School Building and Site Bond — This Capital Project
Funds is used to record bond, interest and other revenue, and the disbursement of
monies specifically designated for building remodeling. The funds operate until the
purpose for which they were created is accomplished. This fund includes capital project
activities funded with bonds issued after May 1, 1994. For this capital project, the
School District has complied with the applicable provisions of 1351a of the State of
Michigan’'s School Code.

Additionally, the School District reports the following fund types:

Technology Equipment Fund — The Technology Equipment Fund is used to account
for certain insurance proceeds received and related interest revenue that are to be used
for technology and related electrical upgrades. The fund operates until the purpose for
which it was created is accomplished.

Other Capital Improvement Fund — The Other Capital Improvement Fund is used to
account for certain insurance proceeds received and related interest revenue that are to
be used for various capital improvements. The fund operates until the purpose for which

‘it was created is accomplished.

Special Revenue Funds — The Special Revenue Funds are used to account for the
proceeds of specific revenue sources that are restricted to expenditure for specified
purposes. The School District's Special Revenue Funds include the Food Services, and
Athletics funds. Any operating deficit generated by these activities is the responsibility of
the General Fund.

Debt Service Fund — The Debt Service Fund is used to record tax, interest, and other
revenue for payment of interest, principal, and other bond expenditures on the School
District's various bond issues. :

Capital Project Funds — Other nonmajor Capital Projects Funds are used to record
bond, interest and other revenue, and the disbursement of monies specifically
designated for technology and major remodeling. The funds operate until the purpose
for which they were created is accomplished.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
{Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES —(Continued)

Measurement Focus, Basis of Accounting, and Financial Statement Presentation
(Continued)

Students Activities Agency Fund — The Student Activities Agency Fund is used to
record transactions of student groups for school and school-related purposes. The
funds are segregated and held in trust for the students.

Private Purpose Trust Fund — The Private Purpose Trust Fund is used to account for
resources legally held in trust, including contributions received by the School District to
be awarded in the form of scholarships. '

Assets, Liabilities, and Net Assets or Equity

Cash and Investments — Cash and investments include cash on hand, demand
deposits, and short-term investments with a maturity of three months or less when
acquired. Investments are stated at fair value. Pooled investment income is generally
allocated to each fund based on relative participation in the pool.

Receivables and Payables — In general, outstanding balances between funds are
reported as "due to/from other funds.” Activities between funds that are representative
of lending/borrowing arrangements outstanding at the end of the fiscal year are referred
to as “advances to/from other funds.”

Property tax and other trade receivables are shown net of an allowance for uncollectible
amount. Property taxes are assessed as of December 31 and the related property
taxes become a lien on December 1 of the following year. These taxes are billed on
July 1 for approximately 50 percent of the taxes and on December 1 for the remainder
of the property taxes. Taxes are considered delinquent on March 1 of the following
year. At this time, penalties and interest are assessed and the total obligation is added
to the county tax rolls.

inventories and Prepaid Costs — Inventories are valued at cost, on a first-in, first-out
basis. Inventories of governmental funds are recorded as expenditures when consumed
rather than when purchased. Certain payments to vendors reflect costs applicable to
future fiscal years and are recorded as prepaid costs in both district-wide and fund
financial statements.

Restricted Assets — Tax revenue collected has been set aside for debt principal and
interest payments and parks and recreation preservation. These amounts have been
classified as restricted assets.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
(Continued)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES —(Continued)

Assets, Liabilities, and Net Assets or Equity (Continued)

Capital Assets — Capital assets, which include land, buildings, equipment and vehicles,
are reported in the applicable governmental column in the district-wide financial
statements. Capital assets are defined by the School District as assets with an initial
individual cost of more than $5,000 and an estimated useful life in excess of one year.
Such assets are recorded at historical cost or estimated historical cost if purchased or
constructed. Donated capital assets are recorded at estimated fair market value at the
date of donation. Cost of normal repair and maintenance that do not add to the value or
materially extend asset life are not capitalized. The School District does not have
infrastructure-type assets.

Building, equipment, and vehicles are depreciated using the straightline method over
the following useful lives:

Buildings and Building Additions 20-50 years
Buses and Other Vehicles 8 years
Furniture and Other Equipment 5 years

Compensated Absences — The liability for compensated absences reported in the
district-wide statement consists of earned but unused accumulated vacation and sick
leave benefits. A liability for these amounts is reported in governmental funds as it
comes due for payment. The liability has been calculated using the vesting method, in
which leave amounts for both employees who are currently eligible to receive
termination payments and other employees who are expected to become eligible in the
future to receive such payments upon termination are included.

Long-term Obligations — In the district-wide financial statements, long-term debt and
other long-term obligations are reported as liabilities in the statement of net assets

Fund Equity — In the fund financial statements, governmental funds report reservations
of fund balance for amounts that are not available for appropriation or are legally
restricted by outside parties for use for a specific purpose. Designations of fund
balance represent tentative management plans that are subject to change.

Comparative Data —~ Comparative data is not included in the School District’s financial
statements. :
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
(Continued)

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Budgetary Information — Annual budgets are adopted on a basis consistent with
accounting principles generally accepted in the United States of America and State law
for the General Fund, and all Special Revenue Funds. All annual appropriations lapse
at fiscal year end.

The budget document presents information by fund and function. The legal level of
budgetary control adopted by the governing body (i.e., the level at which expenditures
may not legally exceed appropriations) is the function level. State law requires the
School District to have its budget in place by July 1. Expenditures in excess of amounts
budgeted are a violation of Michigan faw. State law permits districts to amend their
budgets during the year. During the year, the budget was amended in a legally
permissible manner. The General Fund budget was amended during the year to take
into account changes in State and local source revenue and related program
expenditures.

Encumbrance accounting is employed in governmental funds. Encumbrances (e.g.,
purchase orders and contracts) outstanding at year end are reported as reservation of
fund balances and do not constitute expenditures or liabilities because the goods or
services have not been received as of year end; the commitments wil be
reappropriated and honored during the subsequent year.

Excess of Expenditures Over Appropriations in Budgeted Funds

During the year, the School District incurred expenditures in the General Fund, which

 were in excess of the amounts budgeted as foliows:

General Fund: Budget Actual
Instructional:
Middle School $821,123 $1,437,805
Special Education 2,814,648 2,902,180
Support Services:
Library 321,832 339,047
School Administration 1,647,221 1,812,586
Personnel 392,287 414 270
Other Business Services 2,963,457 3,514,260
Central Services 447 949 550,478
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
(Continued)

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY (Continued)

Fund Deficits — The School District has accumulated fund deficits in the Technology
Equipments Capital Project fund and in the General Fund. A deficit elimination plan is
being filed for the General Fund with the Michigan Department of Education.

DEPOSITS AND INVESTMENTS

State statutes and the School District’s investment policy authorize the School District to
make deposits in the accounts of federally insured banks, credit unions, and savings and
loan associations that have offices in Michigan. The School District is allowed to invest in
U.S. Treasury or Agency obligations, U.S. government repurchase agreements, bankers’
acceptances, commercial paper rated prime at the time of purchase that matures not more
than 270 days after the date of purchase, mutual funds, and investment pools that are
composed of authorized investment vehicles. The School District’s deposits are in
accordance with statutory authority.

The Board has authorized investments as listed in the State statutory authority as listed
above.

The School District’s cash and investments are subject to several types of risk, which are
examined in more detail below:

Custodial Credit Risk of Bank Deposits

Custodial credit risk is the risk that in the event of a bank failure, the School District's
deposits may not be returned to it. The School District's investment policy requires that
financial institutions be evaluated and only those with an acceptable risk level are used for
the School District’s deposits for custodial credit risk. At year end, the School District's
deposit balance of $106,131 had $0 of bank deposits (certificates of deposit, checking and
saving accounts) that were uninsured and uncollateralized. The School District evaluates
each financial institution it deposits funds with and assesses the level of risk of each
institution: only those institutions with an acceptable estimated risk level are used as
depgesitories.

The breakdown between deposits and investments for the School District is as follows:

Deposits (Checking and Savings Accounts and

Certificates of Deposit) ($220,794)

Investments in Securities, Mutual funds, and Similar

Vehicles 5,641,176
Total $5,420,382
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
(Continued)

DEPOSITS AND INVESTMENTS (Continued)

Custodial Credit Risk of Investmentis

Custodial credit risk is the risk that, in the event of the failure of the counterparty, the
School District will not be able to recover the value of its investments or collateral
securities that are in the possession of an outside party. The School District’s policy for
custodial credit risk states custodial credit risk will be minimized by limiting investments to
the types of securities allowed by state law and by pre-qualifying the financial institutions,
broker/dealers, intermediaries, and advisors with which the School District will do business
using the criteria established in the investment policy. At year end, the foliowing
investment securities were uninsured and unregistered, with securities held by the
counterparty or by its trust department or agent but not in the School District’s name.

_Type of investment Carrying Value How Held
Government Cash Fund, Mutual Funds Counterparty - Trust
and Similar Vehicles in the Bank Department of the Bank
Investment Pools $5,641,176

Interest Rate Risk

Interest rate risk is the risk that the value of investments will decrease as a result of a rise
in interest rates. The School District’s investment policy does not restrict investment
maturities, other than commercial paper which can only be purchased with a 270-day
maturity. '

The School District's policy minimizes interest rate risk by structuring the investment
portfolio so that securities mature to meet cash requirements for ongoing operations,
thereby avoiding the need to sell securities in the open market; and investing operating
funds primarily in shorter-term securities, liquid asset funds, money market mutual funds,
or similar investment pools and limiting the average maturity in accordance with the School

District's cash requirements.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
(Continued)

DEPOSITS AND INVESTMENTS (Continued)

Credit Risk

State law limits investments in commercial paper to the top two ratings issued by nationally
recognized statistical rating organizations. The School District’s investment policy does
not further limit its investment choices. At year end, the maturities of investments and the
credit quality ratings of debt securities (other than the U.S. government) are as follows:

Investment Fair Value  Maturities  Rating  Rating Organization
Government Cash Fund, Mutual Funds
and Similar Vehicles in the Bank Standards and Poor's
Investment Pools $5641176  Varies A1/P1  Rating and Moody's
Rating

Concentration of Credit Risk

The School District places no limit on the amount the School District may invest in any one
issuer. The School District’s policy minimizes concentration of credit risk by; and, requiring
diversification of the investment portfolio so that the impact of potential losses from any
one type of security or issuer will be minimized.

Foreign Currency Risk

Foreign currency risk is the risk that an investment denominated in the currency of a
foreign country could reduce its U.S. dollar value, as a result of changes in foreign
currency exchange rates. State law and the School District's policy prohibit investment in
foreign currency.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
(Continued)

RECEIVABLES

Receivables as of year end for the School District's individual major and nonmajor funds
in the aggregate are as follows:

2005 School
Building and  Nonmajor
General Fund Site Bond Funds Total
Receivables: ’
Taxes $990,987 $0  $453,351 $1,444,338
Accounts 218,814 0 1,044 219,858
Intergovernmental 5,844,481 0 94,395 5,038,876
Interest 2,317 13,369 3,269 18,955
Net Receivables $7,056,599 $13,369  $552,069  $7,622,027

Governmental funds report deferred revenue in connection with receivables for revenue
that is not considered to be available to liquidate liabilities of the current period.
Governmental funds also defer revenue recognition in connection with resources that have
been received but not yet earned. At the end of the current fiscal year, the various
components of deferred revenue are as follows:

Unavailable Unearned

Grant and Categorical Aid Payment Received
Prior to meeting all Eligibility Requirements $181,513 $107,487
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SCHOOL. DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
(Continued)

CAPITAL ASSETS

Capital asset activity of the School District's governmental activities was as follows:

Balance Disposals and Balance
July 1, 2006 Additions Adjustments July 1, 2007

Capital Assets not being Depreciated:

Land $12 $0 $0 $12
Construction in Progress 0 479,691 0 479,691
Total Assets not being Depreciated 12 479,691 ] 479,703
Capital Assets being Depreciated:
Building and Building Improvements 16,960,371 0 16,960,371
Buses and Other Vehicles 636,785 193,125 0 828,810
Furniture and Equipment 770,849 17,010 6,612 _ 781,347
Total Assets being Depreciated 18,367,005 210,135 6,512 18,670,628
Total Governmental Capital Assets 18,367,017 689,826 6,512 19,050,331
Accumulated Depreciation:
Building and Building Improvements $8,357,934 $248,369 $0 $8,606,303
Buses and Other Vehicles 629,663 13,995 0 643,558
Furniture and Equipment 521,398 64,753 1,302 584,849
Subtotal 9,508,895 327,117 1,302 0,834,710
Net Governmental Capital Assets $8,858,122 $362,709 $5,210 $9,215,621

Depreciation expense was not charged to activities as the School District considers its
assets to impact multiple activities and allocation is not practical.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
{Continued)

6) INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS
The compoéition of interfund balances is as follows:

Funds Due From

2005 School Nonmajor
Building and Governmental  Fiduciary
Fund Due To General Site Project Fund Funds Funds Total
General Fund . %0 $308,606 $683,811 $40,842 $1,033,259
Nonmajor Governmental Funds 563,147 0 0 0 563,147
Total $563,147 $308,606 $683,811 $40,842 £1,596,406

These balances result from the time lag between the dates that Interfund goods and
services are provided or reimbursable expenditures occur and when payments between
funds are made.

Interfund Transfers

Transfers Out

Nonmajor
General Governmental
Fund Funds : Total
Transfers in - Nonmajor
Governmental Funds {$852,625) $852,625 $0

Transfers provided funding for debt service and subsidizing operations in the Food
Services and Athletics Funds.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007

(Continued)

LONG-TERM DEBT

The School District issues bonds, notes, and other contractual commitments to provide
for the acquisition and construction of major capital facilities and the acquisition of
certain equipment. General obligation bonds are direct obligations and piledge the full
faith and credit of the School District. Notes and installment purchase agreements are

‘also general obligations of the School District.

compensated absences, termination benefits, and certain risk liabilities.

Long-term obligation activity can be summarized as follows:

Other long-term obligations include

Beginning Ending  Due Within

Balance Additions Reductions Balance One Year
Bonds . $5,515,000 $0 $680,000 $4,835,000 $730,000
Durant Non-Plaintiff Bonds 553,725 0 0 553,725 0
Other Obligations 1,916,397 0 253,268 1,663,129 0
Total Governmental Activities $7.985,122 $0 $933,268 $7.051.,854 $730,000

Annual debt service requirements to maturity for the above governmental bond and note

obligations are as follows:

Governmental Activities

Year Ended June 30, Principal Interest
2008 $730,000 $236,794
2009 827,190 197,237
2010 411,399 155,362
2011 152,276 157,497
2012 165,001 143,326

2013-2017 712,859 627,668
2018-2022 820,000 483,118
2023-2027 870,000 302,100
2028-2031 700,000 87,500
Total $5,388,725 $2,390,602
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$966,794
1,024,427
566,761
309,773
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1,340,527
1,303,118
1,172,100

787,500
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
{Continued)

7) LONG-TERM DEBT {Continued)
Governmental Activities
General obligation bonds consist of the following:

$6,270,000 of 1997 Energy Conservation improvement bonds due
in installments ranging from $625,000 to $695000 through May 1, 2009,
Interest at 5.00 percent to 5.25 percent. $1,355,000

$3,580,000 of School Building and Site Bonds due in installments
ranging from $55,0000 to $175,000 through May 1, 2031,
Interest at 3.625 percent to 5.00 percent. 3,480,000

Total Bonded Debt $4,835,000

Durant Non-Plaintiff Bond

Included in governmental activities general obligation bonds is the Durant Non-Plaintiff
Bond. Annual total payments (principal and interest) associated with this bond are funded
by the State of Michigan via specifically appropriated State aid and will not require any
School District debt levy or utilization of any other School District financial resources. The
Durant Non-Plaintiff Bond is composed of the following issue:

$937,778 Serial Bonds, due in Annual Installments of $47,542 to
$84,684 through May 15, 2013, Interest at 4.76 Percent $553,725

Other Govermental Activities Long-Term Obligations include the following:

Employee - Compensated Absences $1,138,969
Liability for Self -Insurance Claims 481,857
Unemployment Payable 42,303

Total $1,663,129

32



8)

9)

10)

SCHOOL. DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS '
YEAR ENDED JUNE 30, 2007
(Continued)

RESTRICTED ASSETS

The balances of the restricted asset accounts are as follows:

Governmental
" Activities

Unspent Sinking Fund Millage, Bond Proceeds, and Related Interest $3,405,756

RISK MANAGEMENT

The School District is exposed to various risks of loss related to property loss, torts,
errors and omissions, and employee injuries (workers’ compensation) as well as
medical benefits provided to employees. The School District has purchased
commercial insurance for property, torts, errors and omissions and certain medical
claims and participates in the SET/SEG risk pool. The School District is partially self-
insured for workers' compensation and certain medical claims up to certain retention
limits. Settled claims relating to the commercial insurance have not exceeded the
amount of insurance coverage in any of the past three fiscal years.

The shared-risk pool program in which the School District participates operates as a
common risk-sharing management program for school districts in Michigan; member
premiums are used to purchase commercial excess insurance coverage and to pay
member claims in excess of deductible amounts.

For risk retention situations (other than commercial coverage or risk-sharing pool), the
School District estimates the liability for workers' compensation and certain medical
claims that have been incurred through the end of the fiscal year, including both those
claims that have been reported as well as those that have not yet been reported. These
estimates are recorded in the district-wide financial statements.

DEFINED BENEFIT PENSION PLAN AND POSTEMPLOYEMENT BENEFITS

Plan Description — The School District participates in the Michigan Public School
Employees’ Retirement System (MPSERS), a statewide, cost-sharing, multiple-
employer defined benefit pubic employee retirement system governed by the State of
Michigan that covers substantially all employees of the School District. The MPSERS
provides retirement, survivor, and disability benefits to plan members and their
beneficiaries. The Michigan Public School Employees’ Retirement System issues a -
publicly available financial report that includes financial statements and required
supplementary information for the MPSERS. That report may be obtained by writing to
the MPSERS at 7150 Harris Drive, P.O. Box 30171, Lansing, Mi 48909-7671.

Funding Policy — Employer contributions to the MPSERS result from the implementing
effects of the School Finance Reform Act. Under these procedures, each school district
is required to contribute the full actuarial funding contribution amount to fund pension
benefits, plus an additional amount to fund retiree health care benefit amounts on a
cash disbursement basis.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
(Continued)

DEFINED BENEFIT PENSION PLAN AND POSTEMPLOYEMENT BENEFITS
(Continued)

Funding Policy {Continued) - The pension benefit rate totals 16.34 percent for the
period from July 1, 2006 through Sept 30, 2006 and 17.74 percent from October 1,
2006 through June 30, 2007 of the covered payroll to the plan. Basic plan members
make no contributions, but Member Investment Plan members contribute at rates
ranging from 3 percent to 4.3 percent of gross wages. The School District's
contributions to the MPSERS plan for the years ended June 30, 2007, 2006 and 2005
were $2,502,360, $2,449,328 and $2,794,075 respectively.

Postemployment Benefits — Under the MPSERS Act, all retirees participating in the
MPSERS pension plan have the option of continuing health, dental, and vision
coverages. Retirees having these coverages contribute an amount equivalent to the
monthly cost for Part B Medicare and 10 percent of the monthly premium amount for
the health, dental, and vision coverages. Required contributions for post-employment
health care benefits are included as part of the School Districts total contribution to the
MPSERS plan discussed above.

Durant Bond Changes for 2007

On May 10, 2007, the State of Michigan refinanced the Durant Bond obligations. This
refinancing eliminated the requirement for the May 15, 2007 and 2008 bond payments by
school districts. The Durant bonds, while issued by the district, are funding by Michigan’s
School Aid Fund. Essentially this refinancing reduces the current obligations from the
school aid fund and was part of the strategy to balance the 2007 budget. Essentially
there is no financial implication for the school district who issued Durant bonds. In 2007
and 2008 there will be no revenue source and no bond expenditure. This is similar to
what happened in 2003, the last time the bonds were refinanced.

There are some financial statement implications however. In brief they are:

« The bond payment schedule must be revised. The sate sent a new tale to each
affected district and this will be needed to revise the table in the statements. Note,
the schedule given to the district is just a total payment schedule. The district
should follow up with the state to obtain a revised P&I schedule, if one is displayed
in the notes or schedules.

e Accrued Interest should be considered on the Government wide statements for the
period from May 10, 2007 (refinance date) to June 30, 2007. To evaiuate possible
accrued interest you would determine that amount of interest to be paid with the
May 15, 2009 payment and allocate it to this 51 day period. [t is likely to be
immaterial.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2007
(Continued)

DEFINED BENEFIT PENSION PLAN AND POSTEMPLOYEMENT BENEFITS
(Continued)

Durant Bond Changes for 2007 (Continued)

» During the year ended June 30, 2007 the State of Michigan revised the payment
schedule of the obligation. The total obligation was not changed and the revised
payment schedule is reflected above,

SUBSEQUENT EVENT

On August 20, 2007, the School District borrowed $6,200,000 at 3.680 percent annual
interest on a Revenue Note, Series 2007B-2. The note, plus interest, is due August 20,
2008.

CONTINGENT LIABILITIES

The School District participates in various federal grant programs that are subject to
monitoring and audit by grantor agencies. Any costs deemed by the grantor to be
unallowable may constitute a liability to the school district. Management believes that any
potentially disallowed amounts, if any, would be immaterial.

NOTES PAYABLE

On August 18, 2008, the School District borrowed $4,140,000 in a State Aid Anticipation
Note. The note bears interest at 3.68 percent and is due August 20, 2007. At June 30,
2007, the School District accrued interest of $151,658 on this note.

PRIOR PERIOD ADJUSTMENT

During the 2007 audit, it was discovered that property tax revenue received within 60
days after the fiscal year end was not recorded as revenue and receivable in previous
years. This was corrected in 2007 by restating the beginning 2006 fund balance. The
effect of the error understated the revenue in the aggregate by $1,183,857 in previous
years. The net restatement to fund balance was $804,261, $89,418 and $290,178 for
the general fund, debt fund and sinking fund respectively.
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Revenue
Local Sources:

Property Taxes

Tuition

Interest from Investments

Miscellangous Revenue
State Sources:

Foundation

Categorical and Other
Federal Sources

_Total Revenue

Expenditures- Current
Instructional:
Elementary
Middle School
High School
Pre School
Summer School
Special Education
Compensatory Education
Adult Education
Vocational Education
Other Added Needs
Other Basic Programs
Support Services:
Attendance
Guidance
Other Pupil Support
Instruction Support
Library
Direction of Instruction
Other Instructional Staff Support
General Administration
Planning and Inforrmation
Personnel
School Administration
Business Office
Other Business Services
Maintenance and Operations
Transportation
Central Services
Data Processing
Community Services
Capital Qutlay

Total Expenditures

OCther Financing Uses
Transfers fn (Out)
Total Other Financing Uses

Net Change In Fund Balance
Fund Balance - July 1, 2006
Prior Period Adjustment

Fund Balance - June 30, 2007

SCHQOL DISTRICT OF THE CITY OF HIGHLAND PARK

REQUIRED SUPPLEMENTAL INFORMATION
BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
YEAR ENDED JUNE 30, 2007

Over {Under)
Original Budget  __ Final Budget Actual Final Budget

$2,175,455 $2,175,455 $1,784,529 {$390,926)

0 0 9,415 9,415

35,000 35,000 104,185 69,185

305,436 371,034 692,775 321,741
22,077,226 22,243,431 21,030,646 (1,212,785)

3,186,873 2,103,592 3,316,691 1,213,099
5,776,770 8,336,631 4,708,061 (3,628,580}
33,556,760 35,265,143 31,646,282 (3,618,851}
5,900,294 5,789,966 5,245,154 (544,812)

918,978 821,123 1,437,805 616,682
4,981,839 4,566,496 4,135,347 (431,149)
670,537 585,153 428,986 (156,167)

122,401 0 0 0

2,049,245 2,814,648 2,902,190 87,542
508,993 1,101,217 630,481 (470,736)
411,099 617,760 448,474 (169,286)
76,150 110,580 102,146 (8,434)
0 428,717 190,595 (238,122)
0 529,277 476,686 (52,591)
64,776 160,073 20,111 {139,962)
367,922 478,332 419,660 (58,772)
1,611,202 1,304,115 534,056 {770,059)
1,827,182 1,788,046 1,396,546 {391,500)

524,806 321,832 339,047 17,215
680,643 271,719 110,016 (161,703)
28,351 655,207 108,550 (548,657)
1,079,907 1,218,892 1,109,076 (109,816)
290,049 361,919 347,056 (14,863)

765,349 392,287 414,270 21,983

1,712,494 1,647,221 1,812,586 165,365
892,782 325,133 132,855 (192,278)

639,289 2,963,457 3,514,260 550,803
3,867,473 3,843,707 3,725,473 (118,234}
1,001,727 1,245,243 1,219,166 (28,077)

36,500 447,949 550,478 102,529
827,630 388,515 333,560 (54,955)
350,755 343,088 161,495 {181,593)

0 0 0 0
32,208,371 35,621,672 32,244,025 (3,277,647)
{832,300) {657,300) (852,625) (195,325)
{832,300) {657,300) (852,625) {195,325)
516,089 {913,829) (1,450,358) {536,529)

85,305 85,305 85,305 0

0 0 804,261 804,261

$601,394 ($828,524) {$560,792) $267,732

The accompanying notes are an integral part of these financial staternents,
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
OTHER SUPPLEMENTAL INFORMATION
SCHEDULE OF BONDED INDEBTEDNESS
JUNE 30, 2007

1997 Issue Durant-1999 2005 Issue

June 30 Principal - Principal Principal
2008 $660,000 50 $70,000
2009 695,000 52,190 80,000
2010 - 0 321,399 90,000
2011 0 57,276 95,000
2012 0 60,001 105,000

2013-2017 o 62,859 850,000
2018-2022 0 0 820,000
2023-2027 0 0 870,000
2028-2031 0 0 700,000
Total $1,355,000 $553,725 $3,480,000
Principal payments due May 1 May 15 May 1
Interest payments due May 1 and May 1 and
November 1 May 15 November 1
Interest rate 5.00% to 3.625% to
5.25% 4,76% 5.00%
Original issue $6,270,000 $937,778 $3,580,000
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lan C. .
oung & Associates, P.C.

CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

2990 W. Grand Blvd., Suite 310 ' (313) 873-7500
Defroit, M1 48202 : (313) 873-7502 (Fax)
www.alancyoung.com

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors of the
School District of the City of
Highland Park

We have audited the general purpose financial statements of the School District of the City of

Highland Park for the year ended June 30, 2007 and have issued our report thereon dated

November 15, 2007. Those general purpose financial statements are the responsibility of the
_ management of the School District of the City of Highland Park. Our responsibility was to
~express an opinion on those general purpose financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and Government Auditing Standards, issued by the Comptroller General of
the United States. Those standards require that we plan and perform the audit to obtain
reasonable assurance ahout whether the general purpose financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the general purpose financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

Our audit was made for the purpose of forming an opinion on the general purpose financial
statements of the School District of the City of Highland Park taken as a whole. The
accompanying schedule of expenditures of federal awards and reconciliation of financial
statements federal revenue with schedule of expenditures of federal awards are presented for
purposes of additional analysis and are not a required part of the general purpose financial
statements. The information in these schedules has been subjected to the auditing procedures
applied in the audit of the general purpose financial statements and, in our opinion, is fairly
stated in all material respects in relation to the general purpose financial statements taken as a
whole.

Han ¢ W,W

November 15, 2007
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CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

2990 W. Grand Blvd., Suite 310 (313) 873-7500
Detroit, MI 48202 (313) 873-7502 (Fax)
www.alancyoung,cot

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Board of Directors of the
School District of the City of
Highland Park

We have audited the financial statements of the School District of the City of Highland Park as
of and for the year ended June 30, 2007 and have issued our report thereon dated November
15, 2007. We conducted our audit in accordance with auditing standards generally accepted in
the United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the School District of the City of Highland
Park’s internal control over financial reporting as a basis for designing our auditing procedures
for the purpose of expressing our opinion on the financial statements, but not for the purpose of
expressing an opinion on the effectiveness of the School District of the City of Highland Park’s
internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the School District of the City of Highland Park’s internal control over financial
reporting.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and would not necessarily identify all deficiencies in
internal control over financial reporting that might be significant deficiencies or material
weaknesses. However, as discussed below, we identified certain deficiencies in internal control
over financial reporting that we consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect misstatements on a. timely basis. A significant deficiency is a control
deficiency, or combination of control deficiencies, that adversely affects the entity's ability to
initiate, authorize, record, process, or report financial data reliably in accordance with generally
accepted accounting principles such that there is more than a remote likelihood that a
misstatement of the entity’s financial statements that is more than inconsequential will not be
prevented or detected by the entity’s internal control.



Report on Internal Control over Financial Reporting
and on Compliance and Other Matters

Based on an Audit of Financial Statements Performed
in Accordance with Government Auditing Standards
(Continued)

Internal Control over Financial Reporting (Cont.)

We consider the deficiencies described in the accompanying schedule of findings and
questioned costs as items 2007-1 thru 2007-3 to be significant deficiencies in internal control
over financial reporting.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that a material misstatement of the financial statements
will not be prevented or detected by the entity’s internal control.

Our consideration of the internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and would not necessarily identity all deficiencies
in internal control that might be significant deficiencies and accordingly, would not necessarily
disclose all significant deficiencies that are also considered to be material weaknesses.
However, of the significant deficiencies described above, we consider all three items to be
material weaknesses.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the School District of the City of
Highland Park’s financial statements are free of material misstatement, we performed tests of
its compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

We noted certain matters that we reported to management of the School District of the City of
Highland Park in a separate letter dated November 15, 2007.

This report is intended solely for the information and use of the Board of Education,
management, federal awarding agencies and pass-through entities and is not intended to be
and should not be used by anyone other than these specified parties.

Mo £ W jAear;

November 15, 2007
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO EACH
MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN
ACCORDANCE WITH OMB CIRCULAR A-133 '

To the Board of Directors of
School District of the City of
Highland Park

Compliance

We have audited the compliance of the School District of the City of Highland Park with the
types of compliance requirements described in the U.S. Office of Management and Budget
(OMBY) Circular A-133 Compliance Supplement that are applicable to its major federal programs
for the year ended June 30, 2007. The School District of the City of Highland Park's major
federal programs are identified in the summary of auditor's results section of the accompanying
schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts and grants applicable to each of its major federal programs is the
responsibility of the School District of the City of Highland Park’s management. Our
responsibility is to express an opinion on the School District of the City of Highland Park's
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits contained
in Government Auditing Standards, issued by the Comptroller General of the Untied States; and
OMB Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations.
Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program
occurred. An audit includes examining, on a test basis, evidence about the School District of
Highland Park’s compliance with those requirements and performing such other procedures as
we considered hecessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion. Our audit does not provide a legal determination of the
School District of the City of Highland Park’s compliance with those requirements.



Report on Compliance with Requirements Applicable
to Each Major Program and on Internal Control over
Compliance in Accordance with OMB Circular A-133
(Continued)

Compliance (Cont.)

As described in item 2007-4 to 2007-23 in the accompanying schedule of findings and
questioned costs, the School District of the City of Highland Park did not comply with
requirements as described in the schedule of findings and questioned costs that are applicable
to its Children Nutrition Cluster, Title I, Title I, 21% Century Learning Centers and IDEA
Flowthrough. Compliance with such requirements is necessary, in our opinion, for the School
District of the City of Highland Park to comply with the requirements applicable to that program.

In our opinion, except for the noncompliance described in the preceding paragraph, the School
District of the City of Highland Park did comply, in all material respects, with the requirements
referred to above that are applicable to each of its major federal programs for the year ended
June 30, 2007.

Internal Control Over Cempliance

The management of the School District of the City of Highland Park is responsible for
establishing and maintaining effective internal control over compliance with the requirements of
laws, regulations, contracts and grants applicable to federal programs. In planning and
performing our audit, we considered the School District of the City of Highland Park’s internal
control over compliance with requirements that couid have a direct and material effect cn a
major federal program in order to determine our auditing procedures for the purpose of
expressing our opinion on compliance, but not for the purpose of expressing an opinicn on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on
the effectiveness of the School District of the City of Highland Park’s internal control over

compliance.

Our consideration of internal control over compliance was for the limited purpose described in
the preceding paragraph and would not necessarily identify all deficiencies in the entity's
internal control that might be significant deficiencies or material weakness as defined below.
However, as discussed below, we identified certain deficiencies in internal control over
compliance that we consider to be significant deficiencies and other that we consider to be
material weaknesses.



Report on Compliance with Requirements Applicable
to Each Major Program and on Internal Control over
Compliance in Accordance with OMB Circular A-133
{Continued)

Internal Control Over Compliance (Cont.)

A control deficiency in an entity's internal control over compliance exists when the design or
operation of a control does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect noncompliance with a type of
compliance requirement of a federal program on a timely basis. A significant deficiency is a
control deficiency, or combination of control deficiencies, that adversely affects the entity's
ability to administer a federal program such that there is more than a remote likelihood that
noncompliance with a type of compliance requirement of a federal program that is more than
inconsequential will not be prevented or detected by the entity’s internal control. We consider
the deficiencies in internal control over compliance described in the accompanying schedule of
findings and questioned costs as items 2007-4, 2007-5, 2007-6, 2007-8, 2007-10, 2007-17 and
2007-19 to be significant deficiencies.

A material weakness is a significant deficiency, or combination of significant deficiencies, that
results in more than a remote likelihood that material noncompliance with a type of compliance
requirement of federal program will not be prevented or detected by the entity's internal control.
Of the significant deficiencies in internal control over compliance described in the
accompanying schedule of findings and questioned costs we consider items 2007-4, 2007-5,
2007-6, 2007-8, 2007-17 and 2007-19 to be material weaknesses.

This report is intended solely for the information and use of the Board of Education,

management, and federal awarding agencies and pass-through entities and is not intended to
be and should not be used by anyone other than these specified parties.

M Z%«g;’ﬁm

November 15, 2007



L
"SpuBRY [E33P5 4O SHIPUAE JO AIRPSYIS O) SHION 985

2002 "0 INNCT3ANT WYL
STHYMY TYIH034 40 STENLIANIDXT 40 TINAIHDS
Mav'd ANYITHOIH 40 ALID IHL 30 LORLSIT JTO0HIS

LE9'eES S00CZ9% £60228 (RS 6LE'9TS 8892015 A TN J3)5N|D UONEINP] |E1I3dS [EI0L
] i L0P'E 0ok (200} [ SOL¥E BAQUOIY] [O0YIS B [0
0 0 00F 00F 200F 2007 9002-5002 [ooyosard
0 a 099 0 (099} BLL 181 2002-100T Jenodue) jooyosald
0 i} 6ZL'E a (ezL'L) LLVLLE 00g'z)L 2002-1.00Z looyosatd
0 0 YL o ®Lo'n Z85'ZH 9lg'iL ) L9 JaqUInN sty
CLLYE “aAgUasU| [ooYsald
0 0 0 0or'y 0or'y 0oty (s USdS B0l
0 0 (312 00FY 00F ¥ oor ¥ SOHUOW WA
JuawaAotdi| SNONUJUOD OO80-HSdS
VIS USdS
1£9'EC2 $00'%29 aro'sl Ov6'Eht 9Z6'92 P55'E66 L2180t vaal IxolL
I6¥ 16t 0 0 ] 0 000G £0/90 WEIE) W1 SIDIAIAG LoDISURLY
0 0 0 66' B6Y'T B6¥'T 000's 90/G0 RIS IUIK] SIVAIFG UomSURT)
0ob'soL 662'215 0 66E'PSE ¥ZE'GRG L00Z-9002 uBnosmoly
o268 60L'€0L 0 L8 elo'sy L69'E6Y 00b°L65 900Z-500Z uBnosMmo]
] 0 b 4 0 (ep) [ 0sL't £0/Z0 Wawdo[BA3( [BUOISSJ0LZ UOHEonPT [eRads
0 0 180°1L 0 (£80'21) S06'6H Y6699 £002-2002 UBnosimold
0 0 gL5' 0 (o15'1) TN 14 £69° 1 2002-1.00Z JaN0ALES YBheutjimol4
vaa
L20'v8 Y53y Aunog) audep ay; ybnong
LOREINPS JO JWeupedaq S N-I9jSniD) Uojesnpd [epsds
662'06 6.5'195 oL pI'ELS 089'se 16E'9EG 066'%0L'L SN UOMANN PIYD [RI0L
666 71 ¥3e G PLOL 9GZ 66E 1GE°L2 £9L Gt 197168 uret6oad Yaun [eoyag [eUoIyeN |0 L
0 0 0 a 0 15°) 166°L 900Z-5002
0 SHOBUS LDUMT J00UDS [euonien
566'FL pee'sty PLOL 66T LIS 0 a 86Z'Z5Y L002-9002
0 i 0 I56°LE 156'L2 ZIg'ery FAL:Y " 9002-500Z
855701 ueifiond younT |eoydg [EuojeN
00F'SL £9£'8, 0 ¥58'99 1268'¢ ZEP'L8 G6L'6GL weibeud Jsepeng [coYIS [eucyeN [ejoL
[ SOEBL 0 £9620 0 @ [T 1002-9002
0 0 0 126' LZ6'¢ er'1e wr'ie 9002-6002
£65°0L ueBoag sepealy jooyos [euoneN
0 ZE6'LE 0 yeL'ly 2086 208'6 YEL' L weiboid 3ajasag pooy Jawwng [EoL
i 6 LE 0 TE6 LE 0 9 Te6 28 100Z-9002
0% 0% o3 Z08'6$ 20868 208'6% z08'es SA0Z-5002
BSS 0L Ew._mo._& SVWAIRS POO JBLLLNS
:wolizanpg 1o welupeda webiony sup yinony
amroyby 10 usipeda(] “§ MraISI] YORLINN PIYD
SIBISN]
00z ogeunr saimipuaddg  juRURShipY pantad 9002 ‘L AIr seanyipuadxy Junowy JaquInN AUIRN WLITIDRIqRS JAquINK 395100d/oRLL WeIbodd
JB SNUIAL SHUAL J090 Je anuasas BLETR TR paeMYy vaso :
(passajaq) spungjjeseped  (peuajeq)  (AuQowew)  panciddy
panoay pamsy



2
‘SpIRMY [R39PA J0 SRINYIPULET J¢ SINDELDS Al SHON 95

avsenl’1E 99r'Gated 66EFS 06071928 VLLTEVGS 12668218 CeAEES uoneoanp3 jo wawedag uebiysiy
ayy yBnoulp passed sweiboud J2)sn|auoN [230L
EBEL 929} 05§ Sy Ll Z68'L £BE'E9 ¥59'.51 AQRLL [E10L
0099 GZL'6 0 §Z5¢ 0 0 2029k 2090 0SZ0L0 Joqunu vafold
Leo'z 1662 0 g 0 0 6le'y 2030 D5Z090 Jequunu josiaug
(888'1) 92 0 28001 see'e =0'0z £95'08 9050 052050 Jaqunu 1oafoid
0 0 0 LISy LIS'Y as1'ss £86'6F 9050 0SZOG0 Jequunu oaiold
0 0 055 0 {055} 502Z'e 135'95 SDPD D5Z050 Jequinu 1oalold
86Z¥8 ASnL
EL'0T Z66'98 §90'¢ se0'az OLL'g 62 vl £L6'L71 syuets abuajjeys Asesapn £Gojouyoa, [eroL
0 0 0 0 0 0 JACYE 2090 GBZF20 JAqunu wafold
geL'oz gegle 0 261°1 0 0 0:9'08 2090 06ZFS0 ANy sfold
0 659'21 690'c c8g'0z (e} = £08's 2050 062FS0 Jaqwnu sfold
0 0 0 trl's £rL'e ¥18'T) £58'08 : 9050 0BZPS0 faaLunu o0l
21EP8 uetsy forsmn ASojouyosa)
851698 LLD'ESS 0 698222 osv's 644'001 61Z'¢LL') VIl FLL 2301
(15612 05228 ] ~ Tigrear 0 0 ¥ev'esy 2090 025020 Jequunu yosfosd
680'58E 6V6' LIy 0 09g'ag 0 0 196'2LY 2090 025090 Jaquuny 15iad
0 alg'ez 0 z8g'z 02 692'L 210'36% 9050 0ZS0S0 JWNY Rsfoid
0 0 0 ar'e ove'e 015'66 alL'ese 9050 025050 Jognu 1sfoid
2988 Ayeny sioudes | Buinoidw) v || spiL
0 0 (5] a (252)] 0 000'sZ DbgzzY qunu walold
0/T8 welwdopaaQ |BUCISSajold 000Z SIBOD
698'2LL LIO'LLSE 08L P2 109'2 6LE'96Y 091'508'} 85£'219'9 19011 (01
SLL Lo e/LE9L'L £90'290°1 20¥069 2090 085120 Jaquunu 180l
0 +20'986 0 ¥0g'25%') OEV LIt 18L'%E2T'L 600'2e8's 9050 0EG190 JSqunU 1alold
P5LL19 YSL'LLY 0 0 0 0 ¥SL'119 20890 0EG1.50 Jaquinu joafoid
0 0 ris ize 181'eee igl'ses 2050 0EG1.50 Jaquunu osioad
0 50095 08L e'le z96'HT 26L'ey 000'051 050 055150 Jaquunu paford
0LOF8 ISR
uoneonp3 jo slupedag uefiyoiy suy ybnony ) passed
LIZ'W0T LIL'ei9 0 £76'veS 6ZFTLL 208'66% 000'005"} weiboid 1aig JssniD uoN EolL
LIZ'W0E L1169 1 £76'v85 6ZFZLL 208660 000'005°E ers Burwes Aununuoy Amusg 1512 [eIoL
L1702 LLIEI8 0 yevely 0 ] 0000GZ LL0ZOLS1E01 1290 J2quuny pofold
0 0 0 62r'zLL (A AN 20C"66Y 000'052 690Z0LS 1201 LZ50 JRquiny 1afold
1828 sueuad Buies Aunuwiwon Ainuss 1512
as) funod
aukepn Ut yBnong passed - uonesnpd jo wauiede 'S
, SpIEMY [BIODIL SO
0$ 0% v65'51L$ 0% (res's1e) £ITTHE 12T [1: T AN 000Z-6661-10v diysiouped Buluel | qor-Aunod sulep
, ubBnouy passed- 1ogeT 4o Juawpedaq g - SIS Wldr
200Z “0¢ sunp sammpuadxy suaunsnipy paniaoal 9002 ‘L Aint saunypuadxg unowy JaquinN aweN jusidinaiqng Jaquny Joaloldiapil welbold
1B anuaaal sMUAd J0-80 e anuasal JE3) JOMY premy vad4o
(pauiajaq) spungd [eispad  (pausjeq) (fluoowap)  paroiddy
parnaay panIaaYy

007 08 ANNC GIANT HvaA
{penunues) SUYMY TYAE034 JO STUNLIONIAXT 40 TINAIHOS
Myvd ANYTHOIH J30 ALID SHL 30 LOM1SIA J00HIS



[
"SRIEMY [213P3 J0 s2ampypuad 10 2Npayag o} soN 235

55922915 LIFRTY'SS 9ZEV9S  vec wsrs 9079295 6h9°L20YS DEY'SELCLS SaIMIpuUatxg SpIeMY 1BIapad BoL
0 0 D) 0 (ae9) [ 6bL0FL 2oge jo Juaunsedaq "o 1oL,
i [i] 3 0 T8eE) [4] G0V 001 66618661 11 5PRd
0 ] s0e 0 (g08) ¢ ey 000Z-6661 oM 0} 100L0S
J0GET Jo swuedag ‘g
0 sZe'ov L L't -2 fraaod [raa:i UMOLMUN ZL JLOMr v
9sudgRQ J0 Wauedsg s
0 0 06 0 (08) [ 695'€2E 0002666} -EFLSHOS0 Jaqunu 1aloly
VEIS PESH VST AUnad audes el ybnoiy passed
009°¢6 $0IAISS UBWINY PUE UIEaH 10 Wausredag "
0 906'2¥ 0 206"y 0 0 S08'2¥ uoRNALYSy Pood (oL
0 oA [ SE6 ¢ 0 C SEEC 200Z-900Z SPRPOWLLOY Snuog
] 0L6'%F 0 0L6'v¥ D o 046t £00Z-5002 S9NIPOWIIOD USSR
0850 LoRRALSI] poog
966'e STLAT 91'e 056'LE SP0'S lz'ge ZHE'SS Wweibold pood sIeg pIYD (&)
966 E AV 9I1E S069¢ Gl ic 200Z-9002 Pelg
] s} S0's 5%0'S L1z Lo A00Z-500Z Peloug
255701 welBosd poog aies piysD
obe'e0l'L 981'ssr'e £Z8'¥L 060'728'2 LT L0 PraLye'L £i¥'eeg's sweibord 5apsnouoN
uogneanp3 jo jawyedaq s [ejoL
0 0 Y2501 0 zs'cLr £16°16 60289 asl Auno) aukep ap
ybneoay passed sueibolg Jajsnjauoy [e3oL
0 0 £e1's 0 (g52'8) +e0°L§ 657'99 LOEINp3 |EUONEIOA [MoL
0 [}] LG [i] [CI7AE)] To69 ZELPE S00Z-+00Z Jsquind 1altug
] 0 £00' 0 (z00'9) £eL'oe 198'ze FO0Z-£00Z Jaquinu 1siug
SYO'PE (I SUBISG) SIS o) SILBIS) ISTY UOREINDS [BUCHEI0A
0% 03 LALS o (1LL19) 6268 oLL'LS 86T V8 uesbiung SISUSESL |A SALL
as1 Auneg aukepn au) ybnoay pessed
00T ‘os sunt  samppuadxy  uaugsnipy PaARIA 9002 "t AT simipuadxg  JUnoWy premy  Jaquiny WEN JRII330qNS JG N J39[0IPNLL WeIBoJd ]
1B INUDA spwid Z0-90 JB aNUIAIJ JBa Joudg paacsddy vado . .
(pasiagaq) spund jusped  (pauageq)  (Ajup owspy)
panu3ay [+l s,

2002 ‘0 ANNF QIGNT YYIA
[panupuon} SEEYMY TYHE03S 30 IUNUANSLEXE J0 TINAZHIS
Mvd ONYTHOIH 40 LORISIA T0OHOS



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
RECONCILIATION OF BASIC FINANCIAL STATEMENTS
FEDERAL REVENUE WITH SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2007

Revenue from federal Sources - As reported on financial statements : $5,345,260
(includes all funds)

Federal revenue deferred on the basic financial statements

under GASB Statement No. 33 at June 30, 2006 (98,084)
Federal revenue deferred on the basic financial statements

under GASB Statement No. 33 at June 30, 2007 181,511
Federal expenditures per the schedule of expenditures of federal awards $5,428,677

See Nofes to Schedule of Expenditures of Federal Awards.
. 10 :



1)

2)

3)

SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2007

SIGNIFICANT ACCOUNTING PRINCIPLES

The accompanying schedule of expenditures of federal awards includes the federal
grant activity of the School District of the City of Highland Park. The information in this
schedule is presented in accordance with the requirements of OMB Circular A-133,
Audits of States, Local Governments and Non-Profit Organizations. Therefore, some
amounts presented in this schedule may differ from amounts presented in, or used in
the preparation of, the basic financial statements.

NONCASH ASSISTANCE

The value of the noncash assistance received was determined in accordance with the
provisions of OMB Circular A-133.

GRANT SECTION AUDITOR’S REPORT

Management has utilized the Form R-7120 and Grant Auditors’ Report in preparing the
Schedule of Expenditures of Federal Awards. Unreconciled differences, if any, have
been disclosed to the auditor.

ADJUSTMENTS

During the year ended June 30, 2007, the School District had a total net adjustment of
$64,326. These adjustments were the result of $7,014 adjusted by the State against

prior year grants, $3,176 adjusted by the School District against prior year expenditures
and $54,136 in transferring the deferred revenue amount to grant funds payable.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
YEAR ENDED JUNE 30, 2007

SECTION | - SUMMARY OF AUDITOR’S RESULTS

Financial Statements

Type of auditor's report issued: Ungualified
Internal control over financial reporting:

¢ Material weakness(es) identified? X Yes No

¢ Significant Deficiencies identified that are not _
Considered to be material weaknesses? Yes X No

¢ Non-Compliance material to financial
Statements noted? Yes X No

Federal Awards

Internal control over major programs:

¢ Material weakness(es) identified? X Yes No

¢ Significant Deficiencies identified that are not
Considered to be material weakness? X Yes No

Type of auditor's report issued on compliance for major programs: Qualified

Any audit findings disclosed that are required to be
reported in accordance with section 510(a) of Circular
A-1337 X _ Yes No

Identification of major programs:

CFDA Numbers Name of Federal Program or Cluster
84.010 Title |
10.553, 10.555 & 10.559 Child Nutrition Cluster
84.367 Title Il A
84.027 & 84.173 Special Education Cluster
84.287 : 21* Century Community Learning Centers
Dollar threshold used to distinguish between type A and B programs: : $300,000
Auditee qualified as low risk auditee? _ Yes X No

12



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007

SECTION Il - FINANCIAL STATEMENT AUDIT FINDINGS

Reference

Number

2007-1

Findings

Finding Type — Significant Deficiency and Material Weakness

Condition and Description — Due to supporting information being
received untimely by the business office and other workload constraints,
significant adjustments were made to the general ledger well after year-
end to post transactions and close the books and records. Bank
reconciliations were not prepared timely or reviewed throughout the year
and duties were not adequately segregated to record, process and
reconcile certain cash receipts and wire transfer transactions. Journal
entries were not reviewed by any responsible person other than the
originator, As a result there is a risk of errors not being detected, or not
being detected on a timely basis.

Recommendation — The District should implement month-end procedures

to appropriately reconcile primary asset and liability accounts on a timely
basis. This will improve the accuracy of interim reporting

13



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

Section Il - Financial Statement Audit Findings — (Continued)

Reference

Number

2007-2

Findings

Finding Type — Significant Deficiency and Material Weakness

Condition and Description — Our testing in the area of cash receipts
revealed that the District is not making daily deposits of cash to the bank.
In the food service programs, there is no reconciliation done between
actual cash received and the daily food distribution logs and the cash
deposited in bank. This practice opens the District to the threat of a loss of

cash.

Recommendation — To strengthen internal controls in this area, we
recommend that during times of heavy cash inflow, deposits to the bank be
made on a daily basis. Further, the Food Service Director should reconcile
the cash collected with the daily food distribution logs and should maintain
schedules of deposits given to the Business Office which should be
compared to, and agreed to, the revenue recorded in these funds. These
additional procedures should be completed by both the Business office as
well as the respective directors in order to fully review and frack the flow of
cash within the District.

14



- SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK

- SCHEDULE OF FINDINGS AND QUESTIONED COSTS
' CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007

SECTION Il - FINANCIAL STATEMENT AUDIT FINDINGS — (Continued)

Reférence
Number Findings
2007-3 Finding Type — Significant Deficiency and Material WWeakness

Condition and Description — During our audit we noted that the District does
not have a consistent system of performing a physical inventory of fixed

. assets. This is a weakness in the system of controls and has the potential for
allowing discrepancies to exist and not be detected.

Recommendation — We recommend the District perform a periodic physical
inventory of fixed assets with the results to be reviewed and reconciled to the
subsidiary ledger and to the general ledger with any discrepancy investigated
and expiained.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION Ifl - FEDERAL PROGRAM AUDIT FINDINGS

Reference

Number

2007-4

Findings

Program Name - Summer Food Services, National School Breakfast, and
National School Lunch

CFDA Number — 10.559, 10.553, 10.555
Pass-through Entity — Michigan Department of Education

Finding Type — Significant Deficiency, Material Weakness and Material
Noncompliance '

Criteria — Each application received by the School District is required to be
reviewed for eligibility and proper classification. Updated applications must be
on file by October 1 of each year and the application must be from the current
school year.

Condition — There were three instances from a sample of 30 students in
which the student classification was incorrect based upon the completed
application. The students were classified as paid and should have been free,
In one instance from the sample of 30 students, the application was not filled
properly. In one instance from the sample of 30 students the supporting
documents were unavailable for verification.

Questioned Costs — Unknown

Cause/Effect — Applications supporting eligibility and classification should be
reviewed for accuracy and be for the school year in which the meal is being
served.

Recommendation — The School District should implement a procedure to

review applications and ensure they are for the recent fiscal year and are
accurate as to classification.

16



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION lil - FEDERAL PROGRAM AUDIT FINDINGS - (Continued)

Reference
Number Findings
2007-5 Program Name — Summer Food Services, National School Breakfast, and

National School Lunch
CFDA Number — 10.559, 10.553, 10.555
Pass-through Entity — Michigan Department of Education

Finding Type — Significant Deficiency, Material Weakness and Material
Noncompliance

Criteria — Each monthly reimbursement claim (form SM-4012-SL) for meal
count served should tie to the daily student roster (School tally reports).

Condition —The meal counts charged in the monthly reimbursement claims
did not match with the actual supporting documents in the case of one month
tested for one of the schoois in the Lunch Program for the School District.
Questioned Costs — $52,846

Cause/Effect — The reimbursement claims were not tying with the supporting
documents.

Recommendation — The School District should maintain adequate supporting

documentation to match with the reimbursement claims submitted to the
Agency.

17



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS |

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION Il - FEDERAL PROGRAN AUDIT FINDINGS - (Continued)

Reference

Number

2007-6

Findings

Program Name — Summer Food Services, National School Breakfast, and
National School Lunch

CFDA Number — 10.559, 10.553, 10.555
Pass-through Entity — Michigan Department of Education

Finding Type — Significant Deficiency, Material Weakness and Material
Noncompliance

Criteria — Production records must be kept on a daily basis and should
document the food items served.

Condition — There were four instances from a sample of 15 meals in which
the production records did not match with the menu. In all other 11 instances,
production records were not provided for our review.

Questioned Costs — Unknown

Cause/Effect — The production records either did not match with the menu or
lacked supporting documentation. As a resulf, it cannot be determined if
proper production records were maintained.

Recommendation — The School District should implement a procedure to

ensure that the production records are maintained and food is produced and
served per menu specifications.

18



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION Il - FEDERAL PROGRAM AUDIT FINDINGS — (Continued)

Reference

Number

2007-7

Findings

Program Name — Summer Food Services, National Schocl Breakfast, and
National School Lunch.

CFDA Number — 10,559, 10.553, 10.555
Pass-through Entity — Michigan Department of Education
Finding Type — Material Noncompliance

Criteria — The monthl}/ Claim for Reimbursement report (SM-4012-SL) must
be submitted by the 10" of the month.

Condition — For 9 out of 10 months, the District did not submit the required
Monthly Claim for Reimbursement report (SM-4012-SL) by the 10™ of the
month.

Questioned Costs — Unknown

Cause/Effect — Lack of timely submission of reports could impact the timing
and collectibility of payment.

Recommendation — We recommend that the School District ensures that it
complies with the reporting requirements as specified by the State.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION lil - FEDERAL PROGRAM AUDIT FINDINGS - (Continued)

Reference
Number Findings
2007-8 Program Name — Summer Food Services, National School Breakfast, and

National School Lunch
CFDA Number — 10.559, 10.553, 10.555
Pass-through Entity — Michigan Department of Education

Finding Type — Significant Deficiency, Material Weakness and Material
Noncompliance

Criteria — The Year-end report submitted to the State should reconcile to the
monthly claim for reimbursement reports.

Condition — Discrepancies were noted while reconciling the year end report
with the monthly claim for reimbursement reports.

Questioned Costs — Unknown

Cause/Effect — Lack of accurate submission of reports could impact the timing
and collectibility of payment,

Recommendation — We recommend that the School District ensures that it
complies with the reporting requirements as specified by the State.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
{(Continued)

SECTION lIl - FEDERAL PROGRAM AUDIT FINDINGS - (Continued)

Reference

Number

2007-9

Findings

Program Name — Summer Food Services, National School Breakfast, and
National School Lunch

CFDA Number — 10,559, 10.553, 10.5655
Pass-through Entity — Michigan Department of Education
Finding Type — Material Noncompliance

Criteria — Menus must contain the required food components in the correct
portion sizes for age/grade groups as established by the USDA.

Condition — In 6 instances from a sample of 15, supporting documents Were
not provided to verify if the menus contained the required food components in
the correct portion sizes for age/grade groups as established by the USDA.

Questioned Costs — Unknown

Cause/Effect — Due to lack of supporting documentation, it could not be
verified if the menus contained the required food components in the correct
portion sizes for agefgrade groups as established by the USDA,

Recommendation — The School District should implement a procedure to
ensure that the proper records are maintained and the menus contain the
required food components in the correct portion sizes for age/grade aroups as
established by the USDA.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION Ill - FEDERAL PROGRAM AUDIT FINDINGS — (Continued)

Reference

Number

2007-10

Findings

Program Name — Summer Food Services, Nationa!l School Breakfast, and
National School Lunch

CFDA Number — 10.559, 10.553, 10.555
Pass-through Entity — Michigan Department of Education’
Finding Type — Significant Deficlency and Material Noncompliance

Criteria — By December 15 of each school year, the School Food Authority
must verify the current free and reduced price eligibility of households selected

from a sample of applications that it has approved for free and reduced price

meals, uniess the School Food Authority is otherwise exempt from the
verification requirement.

Condition — Supporting documents were not provided to verify if by December
15" of the school year, the School District had verified the current free and
reduced price eligibility of households selected from a sample of applications
that it had approved for free and reduced price meals, or if the School District
was otherwise exempt from the verification requirement.

‘Questioned Costs — Unknown

Cause/Effect — Due to lack of supporting documentation, it could not be
verified if by December 15 of the school year, the School District had verified
the current free and reduced price eligibility of households selected from as
sample of applications that it had approved for free and reduced price meals,
or if the School District was otherwise exempt from the verification
requirement.

Recommendation — The School District should implement a procedure to

ensure that the proper records are maintained and income verification is done
by December 15 of the School year.
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'SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
- SCHEDULE OF FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION Ill - FEDERAL PROGRAM AUDIT FINDINGS — (Continued)

Reference

Number

2007-10

Findings

Program Name — Summer Food Services, National School Breakfast, and
National School Lunch

CFDA Number — 10.559, 10.553, 10.5565
Pass-through Entity — Michigan Department of Education
Finding Type — Significant Deficiency and Material Noncompliance

Criteria — By December 15 of each school year, the School Food Authority
must verify the current free and reduced price eligibility of households selected
from a sample of applications that it has approved for free and reduced price
meals, unless the School Food Autherity is otherwise exempt from the
verification requirement.

Condition — Supporting documents were not provided to verify if by December
15" of the school year, the School District had verified the current free and
reduced price eligibility of households selected from a sample of applications
that it had approved for free and reduced price meals, or if the School District
was otherwise exempt from the verification requirement.

Questioned Costs — Unknown

Cause/Effect — Due to lack of supporting documentation, it could not be
verified if by December 15 of the school year, the School District had verified
the current free and reduced price eligibility of households selected from as
sample of applications that it had approved for free and reduced price meals,
or if the School District was otherwise exempt from the verification
requirement.

Recommendation — The School District should implement a procedure to

ensure that the proper records are maintained and income verification is done
by December 15 of the School year.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
- CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

-SECTION lll - FEDERAL PROGRAM AUDIT FINDINGS — (Continued)

Reference
Number Findings
2007-11 Program Name — Special Education IDEA

CFDA Number - 84.027
Pass-through Entity — Wayne County RESA-
Finding Type — Noncompliance

~ Criteria — The School District must spend a proportionate amount of its Flow
through funds on parentally placed children with disabilities aged 3-21 in
private schools.

Condition — The School District did not provided the computation of its
proportionate share requirement. Further the School District did not provide

the summary of expenses for parentally placed children in private schools
charged to the IDEA funds.

Questioned Costs — Unknown

Cause/Effect — Due to lack of supporting documents it cannot be
determined if the School District met this requirement.

Recommendation — The School District should maintain all supporting
documents to verify compliance with the requirement.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION Il - FEDERAL PROGRAM AUDIT FINDINGS — (Continued)

Reference
Number Findings
2007-12 Program Name - Special Education IDEA

CFDA Number - 84,027
Pass-through Entity — Wayne County RESA

Finding Type — Material Noncompliance

Criteria — The expenditures from local funds incurred by the School District
for the purpose of education of disabled children should at least be equal to

expense incurred for the same purpose in the prior year.

Condition — As per report SE-4096 filed by the School District for 2007 and
2008, the School District incurred lower expenditures from local funds for the
purpose of education of disabled children than the expenditure for the same

purpose in the prior year.

Questioned Costs — Unknown

Cause/Effect — Non Compliance could impact the future funding under this

program.

Recommendation — We recommend that the School District ensures that it

complies with the level of effort requirement.

24



SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007

' (Continued)

SECTION 1l - FEDERAL PROGRAM AUDIT FINDINGS — (Continued)

Reference
Number , Findings
2007-13 Program Name — Special Education IDEA

CFDA Number - 84.027
Pass-through Entity — Wayne County RESA

Finding Type — Material Noncompliance

Criteria — The School District must submit to the MDE the prior year DS-

4044 expenditure report during the current fiscal year.

Condition — A copy of the prior year DS-4044 expenditure report was
unavailable for verification. Further, the expenditures reported on the Special
Education Expenditure Report (SE-4096) did not match with the

expenditures reported in General Ledger.

Questioned Costs — Unknown

Cause/Effect — Due to the lack of a prior year DS-4044 report, it could not
be determined if the School District met the reporting requirement.

Recommendation — The School District should maintain all supporting

documents to verify compliance with the requirement.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007

SECTION Il - FEDERAL PROGRAM AUDIT FINDINGS (Continued)

Reference
Number

2007-14

Findings

Program Name — Title ||

CFDA Number — 84.367

Pass-through Entity — Michigan Department of Education
Finding Type — Material Noncompliance

Criteria — As per the Michigan School Auditing Manual, cash should not be
drawn down in excess of three days needs. Unspent amounts must be
refunded to the Department of Education.

Condition — During our testing of the cash management requirement, we
determined that the School District had excess cash not utilized within
three days of the drawdown.

Questioned Costs — $21,931

Cause/Effect — Adjustments were made in the Title Il general ledger
expenditure account subsequent to the cash drawdown. Improper
drawdowns constitute noncompliance and result in potential disallowance
of costs. '

Recommendation — We recommend the School District request cash

based on actual expenditures and any excess cash not utilized be refunded
to the department.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION Il - FEDERAL PROGRAM AUDIT FINDINGS (Continued)

Reference

Number

2007-15

Findings

Program Name - Title |, 21% Century Community Learning Center, Title I|
CFDA Number - 84.01 0 84.287, 84.367

Pass-through Entity — Michigan Department of Education

Finding Type — Noncompliance.

Criteria — The School District must maintain documentation that an
invitation was extended to private schools in the area to participate on an

equitable hasis in the services being received from the grant award.

Condition — The School District could not provide documentation of
communication sent to private schools in the area.

Questioned Costs — Unknown

Cause/Effect — The acceptance or denial of the private schools to
participate in the grant was unable to be determined due to a lack of
supporting documentation.

Recommendation — We recommend the School District maintain proper |

supporting documentation of communication sent to private schools as well
as documentation of their acceptance or denial for each applicable grant.
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SCHOOL DISTRICT OF THE CITY OF HIGHL.LAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION Ill - FEDERAL PROGRAM AUDIT FINDINGS - (Continued)

Reference
Number

2007-16

Findings

Program Name — Title |

CFDA Number - 84.010

Pass-through Entity — Michigan Department of Education

Finding Type — Noncompliance.

Criteria — Title | recipients are required to offer services in schools or
attendance areas that are comparable and equivalent to services in each

school receiving funding. This ratio is documented via a biannual
comparability report.

Condition — The School District cbuld not provide supporting

documentation for the number of students enrolled and the number of
students from low income families in the comparability worksheet.

Questioned Costs — None

Cause/Effect — Equitable services using Title | funding could not be
verified due to unavailability of supporting documents.

Recommendation — We recommend the School. District maintain
supporting documents to verify the comparability report.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
{Continued)

SECTION Ill - FEDERAL PROGRANM AUDIT FINDINGS — (Continued)

Reference _
Number Findings

2007-17 Program Name — Title |
CFDA Number - 84.010
Pass-through Entity — Michigan Department of Education

Finding Type — Significant Deficiency, Material Weakness and Material
Noncompliance ‘

Criteria — Allocation of Title 1 funds to eligible schools should be based on
supporting data in compliance with Title 1 formula.

Condition — Supporting documentation was not provided for our review to
verify the Allocation of Title 1 funds based on free / reduced meal counts.

Questioned Costs — Unknown

Cause/Effect — Due to a lack of supporting documentation, it could not be
determined if Title 1 funds were properly allocated to individual schools.

Recommendation — We recommend the School District allocate Title |

funds to eligible schools based on supporting data in compliance with the
Title | formula.
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: SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
. SCHEDULE OF FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION Ill - FEDERAL PROGRAN AUDIT FINDINGS — (Continued)

Reference

Number

2007-18

Findings

Program Name — Title |, 21%' Century Community Learning Center, IDEA
CFDA Number — 84.010, 84.287, 84.027

Pass-through Entity — Michigan Department of Education
Wayne County RESA

Finding Type — Noncompliance

Criterla — Districts that classify their buildings as being school wide
programs must ensure that at least 40 percent of the children enrolled in
the school or residing in the school attendance area in the initial year of the
school wide program must be from low-income families.

Condition -~ Supporting documentation was not provided for our review to
determine if in the initial year of the school wide program, at least 40% of
the children enrolled in the School District or re3|d|ng in the school
attendance area are from low income families.

Questioned Costs — None

Cause/Effect — Due to lack of supporting documentatioh, it could not be
determined if all schools under the school wide program met the
requirement to operate a School Wide Program.

Recommendation - We recommend the School District maintain
supporting documents to ensure compliance with the requirement.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION Ill - FEDERAL PROGRAM AUDIT FINDINGS — (Continued)

Reference
Number Findings
2007-19 Program Name —21% Century Community Learning Center, Title |, IDEA

CFDA Number —84.287, 84.010, 84.027

Pass-through Entity — Michigan Department of Education
Wayne County RESA

Finding Type — Significant Deficiency, Material Weakness and Material
Noncompliance

Criteria — Documentation must be obtained and retained for all employees to
support their time spent on the program.

Condition — Semi-Annual certificates or time sheets were not provided to
support the time charged to the program.

Questioned Costs — Title | $1,211,017
IDEA $243,408

21% Century Community Learning Center $188,951

‘Cause/Effect — Due to lack of semi-annual ceriificates for full time

employees and signed time logs for part time employees, the actual time
spent on the program could not be verified.

Recommendation — We recommend the School District obtain semi-annual
certificates for employees working full time on the program to support their
time charged under these grants and also properly maintain time logs to
support hours worked.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS
CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION Iii - FEDERAL PROGRAM AUDIT FINDINGS — (Continued)

Reference Findings
Number
2007-20 Program Name — 21% Century Community Learning Center

CFDA Number — 84.287

Pass-through Entity — Michigan Department of Education

Finding Type — Noncompliance.

Criteria — The final expenditure report (DS-4044) should reflect frue and
accurate representation of the grant expenditures incurred in the grant

period.

Condition — The amounts reported on the final expenditure report
submitted to the department were inaccurate.

Questioned Costs — None
Cause/Effect — The School District inadvertently reported expenditures
incurred after year end in the final expenditure report submitted to the

Department.

Recommendation — We recommend the School District report accurate
expenditures in their final expenditure reports submitted to the Department.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION Illl - FEDERAL PROGRAM AUDIT FINDINGS — (Continued)

Reference
Number

2007-21

Findings

Program Name — Title I

CFDA Number — 84.367

Pass-through Entity — Michigan Department of Education

Finding Type — Material Noncompliance.

Criterla — To be eligible to receive a sub grant of Title 1l the School District
must conduct an assessment of local needs for professional development

and hiring as identified by the District and School Staff.

Condition — Supporting documentation was not provided for our review to
verify that the District performed the needs assessment as required under
the compliance.

Questioned Costs — Unknown

Cause/Effect — Noncompliance with grant requirements could affect the
future funding of the program.

Recommendation — We recommend the School District maintain
supporting documentation and comply with the requirements of the grant.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION IIl - FEDERAL PROGRAM AUDIT FINDINGS - (Continued)

Reference
Number

2007-22

Findings

Program Name — Special education IDEA

CFDA Number - 84.027

Pass-through Entity — Wayne County RESA

Finding Type — Noncompliance.

Criteria — The amount of IDEA-B funds used in a schoolwide program may
not exceed the amount received by the School District under IDEA-B for
that fiscal year divided by the number of children in the jurisdiction of the
School District multiplied by the number of children participating in the

schoolwide program.

Condition — The School District did not provide the computation for the
amount of IDEA-B funds used in a schoolwide program.

Questioned Costs — Unknown

Cause/Effect — Due to lack of supporting documents it could not be
determined if the School District met this requirement.

Recommendation — The School District should maintain. all supporting
documents to verify compliance with the requirement.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

CURRENT YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

SECTION ill - FEDERAL PROGRAM AUDIT FINDINGS - (Continued)

Reference
Number

2007-23

Findings

Program Name — Special education IDEA

CFDA Number — 84,027

Pass-through Entity — Wayne County RESA

Finding Type — Noncompliance.

Criteria — The School District can use not more than 15 percent of the
amount of Federal funds, in combination with other funds, for early
intervening services for children in kindergarten through grade 12 who
have not been identified under IDEA but need additional academic and

behavioral support to succeed in the general education environment.

Condition — Supporting documentation was not provided for our review to
verify if the School District complied with the requirement.

Questioned Costs — Unknown

Cause/Effect — Due to lack of supporting documents it could not be
determined if the_ School District met this requirement.

Recommendation —The School District should maintain all supporting
documents to verify compliance with the requirement.
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

Reference Number

STATUS OF PRIOR YEAR FINDINGS
YEAR ENDED JUNE 30, 2007

Findings

2006-1:

Status:

2006-2:

Status:

2006-3:

Status:

2006-4:

Status:

2006-5:

Status:

2006-6:

Status:

Condition and Description — Due to supporting information being
received untimely by business office and other workload
constraints, significant adjustments were made to the general
ledger well after the year end to post transactions and close the
books and records. Bank reconciliations were not prepared timely
or reviewed throughout the year and duties were not adequately
segregated to record, process and reconcile certain cash receipts
and wire transfer transactions. Journal entries were not reviewed by
any responsible person other than the originator. As a result there
is a risk of errors not being detected, or not being detected on a
timely basis.

This condition still existed in FY 2007. See finding 2007-1

The School District could not provide documentation of letters being
sent to private schools in the area other than one institution.

This condition still existed in FY 2007. See finding 2007-15

In the Title 1 program, the School District could not provide
documentation that a comparability report was completed to
support equivalent Title | services being received by each building.

No similar finding in 2007.

In the Title 1 program, the School District could not provide
documentation of the participation of teachers, principals and
parents in the planning of programs for this grant in 4 out of 5
schools. For the Fifth school no participation of teachers, principals
and parents is taken in the planning of programs to be paid for
under this grant.

No similar finding in 2007.

In the Title 1 program, the School District could not provide
documentation to determine if the expenditures incurred were in
accordance with the individual school wide plan.

No similar finding in 2007.

Allocation of Title 1 funds based on free / reduced meal counts did
not agree to the actual free / reduced counts submitted on the
monthly claim report.

This condition still existed in FY 2007. See finding 2007-17
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

2006-7:

‘Status:

2006-8:

Status:

2006-9:;
Status:
2006-10:

Status:

2006-11:

Status:

2006-12:

Status:

2006-13:

Status:

2006-14:

Status:

STATUS OF PRIOR YEAR FINDINGS
YEAR ENDED JUNE 30, 2007
(Continued)

The School District could not provide documentation to determine if
in the initial year of the school wide program, at least 40% of the
children enrolled in the school or residing in the schocl attendance
area were from low income families.

This condition still existed in FY 2007. See finding 2007-18

In the 21%' Century program, the school District could not provide
documentation that budget amendments in excess of 10 percent
were approved by the grantor.

No similar finding in 2007.

In the IDEA and 21* Century programs, the School District could
not provided the Semi-Annual certificates or time logs to support
their time charged to the program. '

This condition still existed in FY 2007. See finding 2007-19

In the IDEA program, the School District could not provided the DS-
4044 expenditure report for our review.,

This condition still existed in FY 2007. See finding 2007-13

In the Food Services Program there was an instance in which the
student’'s classification was incorrect based upon the completed
application.

This condition still existed in FY 2007. See finding 2007-4

In the Food Services Program the School District could not provide the
“Benefit Issuance” list to determine if the approved names at point of
service matched the approved applications on file.

No similar finding in 2007.

In the Food Services Program the meal counts charged in the monthly
reimbursement claims did not match with the actual supporting
documents in either of the months tested,

This condition still existed in FY 2007. See finding 2007-5

In the Food Services Program there were instances where the
production records did not match with the menu or the School District
could not provide the production records for review. '

This condition still existed in FY 2007, See finding 2007-6
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SCHOOL DISTRICT OF THE CITY OF HIGHLAND PARK
SCHEDULE OF FINDINGS AND QUESTIONED COSTS

2006-15:

Status:

2006-16:

Status:

STATUS OF PRIOR YEAR FINDINGS

YEAR ENDED JUNE 30, 2007
(Continued)

In the Food -Services Program there were instances where the School
District did not submit the required Monthly Claim for Reimbursement
report (SM-4012-SL) by the 10" of the Month.

This condition still existed in FY 2007. See finding 2007-7

The 21% Century Program did not start on time for the year and hence
the School District did not make use of the funds available to them
from the beginning of the fall semester.

No similar finding in 2007.
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‘A\{oun & Associates, P.C.

CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

2990 W. Grand Blvd., Suite 310 (313) 873-7500
Detroit, MI 48202 (313} 873-7502 (Fax)
www,alancyoung.com

November 15, 2007

To the Board of Directors of
School District of the City of Highland Park
Highland Park, Michigan

In planning and performing our audit of the basic financial statements of the School District of
the City of Highland Park (the District) for the year ended June 30, 2007, we considered the
District’s internal control structure to determine our auditing procedures for the purpose of
expressing an opinion on the basic financial statements and not to provide assurance on the
internal control structure.

However, during our audit we became aware of several matters that are opportunities for
strengthening internal controls and operating efficiency. Exhibit A, which accompanies this
letter, summarizes our comments and suggestions regarding those matters. This letter does not
affect our report dated November 15, 2007, on the financial statements of the District.

We will review the status of these comments during our next audit engagement. We have
already discussed many of these comments and suggestions with various District personnel,
and we will be pleased to discuss them in further detail at your convenience, to perform any
additional study of these matters, or to assist you in implementing the recommendations,

Alan C. Young & Associates, P.C.
Certified Public Accountants

Slncerely,



3)

4)

EXHIBIT A

UNDER STAFFED ACCOUNTING DEPARTMENT

Based upon our observations during the audit, it is our opinion that the School District’s
accounting department is currently understaffed. As a result, certain accounting duties
have been seriously neglected and current processing of accounting transactions does
not occur. Timely financial statements are critical to enable effective management for the
School District.

We recommend that the District consider hiring an additional full or part — time employee
to assist in the accounting function and accounting processes be brought up to date and
kept on a current basis.

COMINGLING OF FUNDS

During the course of our audit, we noted that certain District Debt Service and Capital
Project funds had interfund receivable balances ranging from approximately $2,000 to
$100,000.

We strongly suggest that due to the nature of these funds, the District should not transfer
monies from these funds to finance other District activities.

COORDINATION BETWEEN GRANT COORDINATOR AND MANAGEMENT

We noted that there was lack of coordination between the personnel in charge of various
grants and the business office management related to grant expenditures, compliance
and budgeting.

We recommend the District develop procedures to ensure better coordination between
the grant coordinator and business office management related to operation of the grants.

EVMPLOYEE DISHONESTY BOND

During our audit procedures we noted that the employee dishonesty coverage is
$100,000.

The cost of maintaining internal controls sufficient to prevent all losses from employee
dishonesty is prohibitive. With the size of the District's operation, and the amount of
money involved, we recommend the District strongly consider increasing its current
coverage amount of $100,000,



8)

9)

EXHIBIT A
(Continued)

INTERNET SECURITY

During our audit we noted that the security over the District's internet appears to be
weak.

In order to reduce the risk of access to computer files by unauthorized personnel, we
recommend the District to set up passwords to restrict unauthorized access. In order to
enhance controls in this area the passwords need to be changed on a regular basis.

DISASTER RECOVERY PLAN

Although the District has a written disaster recovery plan and backups of accounting
system performed, we noted that the back up for accounting records is kept within the

. district premises. In the event of a disaster these accounting records would be |ost and

could lead to potential problems.

We recommend the district to include in their disaster recovery plan the location of, and
access to, off-site storage, a listing of all data files that would have to be obtained from
the off-site storage location and priority of critical applications and reporting
requirements during the emergency period.

PAYROLL ADVANCE

During our audit we became aware that amounts paid to contractual employees in prior -
year and the amounts reflected on their W-2/1099s were incorrect. Payments were
made to the employees through Accounts Payable instead of payroll and were not
accurately reported on their W-2/1098s.

We recommend the District to issue the contractors 1099s for the full amount to reflect
the correct earnings made by those employees during the year. This is also required to
avoid any penalties from the IRS as well as for the true reflection of payroll.

DEFICIT IN FUND BALANCE

It was noted during our audit that Highland Park School District had a negative change in
their fund balance. We strongly recommend that management and the board evaluate
the reasons why this condition has occurred. Future plans and budgets should then be
developed to produce a plan to avoid continuing deficits, Please be aware that
continuation of these negative financlal results can impact the type of audit opinion that
can be issued in the future. This situation is critical and may very well impact the future
ability of Highland Park School District to conduct its affairs in the manner It is
accustomed to.

NEW INTERPRETATION OF DEFERRED COMPENSATION RULES

In August of 2007, the IRS issued new questions and answers related to deferred
compensation which can affect teachers and similar employees.

Under the IRS issued rule when employees elect to defer part of their compensation to a
future year, they are generally subject to the rules applicable to deferred compensation.
Proper procedures need to be foliowed to avoid additional tax of 20 percent. In order to
avoid additional taxes, the employees must give a written or electronic election to notify
the employer regarding the spread out of compensation, This election must be provided
before the start of the school year and must be Irrevocable. The election must state how
the compensation is going to be paid. These rules will be in effect for 2008-09 scl)ool
year.



10)

11)

EXHIBIT A
(Continued)

NEW AUDITING STANDARDS

Recently 10 new auditing standards have been released and will become effective over
the District's next two fiscal years. In reviewing the new standards, we do not believe,
they will have a significant impact on our overall audit approach. The trend is to perform
audit procedures utilizing more of a risk based approach. :

The AICPA has issued eight statements commonly referred to as the Risk Assessment
Standards to improve the quality and effectiveness of audits. The new standards will
result in an overall increased work effort by the auditors as they require auditors to obtain
a more in-depth understanding of the District's operations and control environment and a
more rigorous assessment of the risk of material misstatement of the financial
statements.

EXPENSES IN EXCESS OF BUDGET

For the year ended June 30, 2007, the District's expenses exceeded the final
budgeted level for instructional staff and support services. The District's total
expenditures also exceeded total budgeted expenditures. Expenditures in excess of
amounts budgeted are a violation of Michigan law.

We recommend that the School District improve their efforts to match their budgets
with the appropriate expenditure areas.



Alan C. _
Young & Assoclates, P.C.

CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

2990 W. Grand Blvd., Suite 310 (313) 873-7500
Detroit, M1 48202 (313) 873-7502 (Fax)
www.alancyoung.com

November 15, 2007

To the Board of Directors of
School District of the City of Highland Park
Highland Park, Michigan

In planning and performing our audit of the basic financial statements of the School District of
the City of Highland Park (the District) for the year ended June 30, 2007, we considered the
District’s internal control structure to determine our auditing procedures for the purpose of
expressing an opinion on the basic financial statements and not to provide assurance on the
internal control structure.

However, during our audit we became aware of several matters that are opportunities for
strengthening internal controls and operating efficiency. Exhibit A, which accompanies this
letter, summarizes our comments and suggestions regarding those matters. This letter does not
affect our report dated November 15, 2007, on the financial statements of the District.

We will review the status of these comments during our next audit engagement. We have
already discussed many of these comments and suggestions with various District personnel,
and we will be pleased to discuss them in further detail at your convenience, to perform any
additional study of these matters, or to assist you in implementing the recommendations.

¢ %@,«’M

Alan C. Young & Associates, P.C.
Certified Public Accountants



1)

2)

3)

4)

EXHIBIT A

UNDER STAFFED ACCOUNTING DEPARTMENT

Based upon our observations during the audit, it is our opinion that the School District's
accounting department is currently understaffed. As a result, certain accounting duties
have been seriously neglected and current processing of accounting transactions does
not occur. Timely financial statements are critical to enable effective management for the
School District.

We recommend that the District consider hiring an additional full or part — time employee
to assist in the accounting function and accounting processes be brought up to date and
kept on a current basis.

COMINGLING OF FUNDS

During the course of our audit, we noted that certain District Debt Service and Capital
Project funds had interfund receivable balances ranging from approximately $2,000 to
$100,000.

We strongly suggest that due to the nature of these funds, the District should not transfer
monies from these funds to finance other District activities.

COORDINATION BETWEEN GRANT COORDINATOR AND MANAGEMENT

We noted that there was lack of coordination between the personnel in charge of various
grants and the business office management related to grant expenditures, compliance
and budgeting.

We recommend the District develop procedures to ensure better coordination between
the grant coordinator and business office management related to operation of the grants.

EMPLOYEE DISHONESTY BOND

During our audit procedures we noted that the employee dishonesty coverage is
$100,000.

The cost of maintaining internal controls sufficient to prevent all losses from employee
dishonesty is prohibitive. With the size of the District’'s operation, and the amount of
money involved, we recommend the District strongly consider increasing its current
coverage amount of $100,000.



5)

6)

7)

8)

9)

EXHIBIT A
(Continued)

INTERNET SECURITY

During our audit we noted that the security over the District's internet appears to be
weak.

In order to reduce the risk of access to computer files by unauthorized personnel, we
recommend the District to set up passwords to restrict unauthorized access. In order to
enhance controls in this area the passwords need to be changed on a regular basis.

DISASTER RECOVERY PLAN

Although the District has a written disaster recovery plan and backups of accounting
system performed, we noted that the back up for accounting records is kept within the
district premises. In the event of a disaster these accounting records would be lost and
could lead to potential problems.

We recommend the district to include in their disaster recovery plan the location of, and
access to, off-site storage, a listing of all data files that would have to be obtained from
the off-site storage location and priority of critical applications and reporting
requirements during the emergency period.

PAYROLL ADVANCE

During our audit we became aware that amounts paid to contractual employees in prior
year and the amounts reflected on their W-2/1099s were incorrect. Payments were
made to the employees through Accounts Payable instead of payroll and were not
accurately reported on their W-2/1099s.

We recommend the District to issue the contractors 1099s for the full amount to reflect
the correct earnings made by those employees during the year. This is also required to
avoid any penalties from the IRS as well as for the true reflection of payroll.

DEFICIT IN FUND BALANCE

It was noted during our audit that Highland Park School District had a negative change in
their fund balance. We strongly recommend that management and the board evaluate
the reasons why this condition has occurred. Future plans and budgets should then be
developed to produce a plan to avoid continuing deficits. Please be aware that
continuation of these negative financial results can impact the type of audit opinion that
can be issued in the future. This situation is critical and may very well impact the future
ability of Highland Park School District to conduct its affairs in the manner it is
accustomed to.

NEW INTERPRETATION OF DEFERRED COMPENSATION RULES

In August of 2007, the IRS issued new questions and answers related to deferred
compensation which can affect teachers and similar employees.

Under the IRS issued rule when employees elect to defer part of their compensation to a
future year, they are generally subject to the rules applicable to deferred compensation.
Proper procedures need to be followed to avoid additional tax of 20 percent. In order to
avoid additional taxes, the employees must give a written or electronic election to notify
the employer regarding the spread out of compensation. This election must be provided
before the start of the school year and must be irrevocable. The election must state how
the compensation is going to be paid. These rules will be in effect for 2008-09 school
year.



10)

11)

EXHIBIT A
(Continued)

NEW AUDITING STANDARDS

Recently 10 new auditing standards have been released and will become effective over
the District's next two fiscal years. In reviewing the new standards, we do not believe,
they will have a significant impact on our overall audit approach. The trend is to perform
audit procedures utilizing more of a risk based approach.

The AICPA has issued eight statements commonly referred to as the Risk Assessment
Standards to improve the quality and effectiveness of audits. The new standards will
result in an overall increased work effort by the auditors as they require auditors to obtain
a more in-depth understanding of the District’s operations and control environment and a
more rigorous assessment of the risk of material misstatement of the financial
statements.

EXPENSES IN EXCESS OF BUDGET

For the year ended June 30, 2007, the District's expenses exceeded the final
budgeted level for instructional staff and support services. The District’s total
expenditures also exceeded total budgeted expenditures. Expenditures in excess of
amounts budgeted are a violation of Michigan law.

We recommend that the School District improve their efforts to match their budgets
with the appropriate expenditure areas.



